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PRESIDENT  CLINTON'S  FISCAL  YEAR  1996 

BUDGET 


TUESDAY,  FEBRUARY  7,  1995 

House  of  Representatives, 

Committee  on  the  Budget, 

Washington,  DC. 

The  committee  met,  pursuant  to  call,  at  10  a.m.  in  room  210, 
Cannon  House  Office  Building,  Hon.  John  R.  Kasich  (chairman  of 
the  committee)  presiding. 

Representatives  present:  Kasich,  Hobson,  Walker,  Kolbe,  Shavs, 
Herger,  Bunning,  Smith  of  Texas,  Allard,  Miller,  Lazio,  Franks, 
Smith  of  Michigan,  Inglis,  Hoke,  Nussle,  Hoekstra,  Largent, 
Myrick,  Brownback,  Sabo,  Stenholm,  Slaughter,  Coyne,  Costello, 
Mink,  Orton,  Pomeroy,  Browder,  Woolsey,  Olver,  Roybal -Allard, 
Meek,  Rivers,  and  Doggett. 

Chairman  KASICH.  Committee  will  come  to  order. 

Well,  this  morning  I  want  to  welcome  Dr.  Rivlin  here.  The  Doctor 
and  I  had  a  chance  last  night  to  kind  of  talk  about  this  budget, 
maybe  scream  a  little  about  this  budget  on  MacNeil-Lehrer  last 
night,  and  I  want  this  morning  to  say  that  I  am  obviously  dis- 
appointed to  say  that  we  have  the  document  in  front  of  us  that  we 
have. 

When  you  take  a  look  at  this  whole  document  and  you  see  that 
in  the  area  of  entitlements  you  have  about  $29  billion  worth  of  sav- 
ings and  you  make  note  of  the  fact  that  last  year's  bipartisan  com- 
mission on  entitlements,  this  is  amazing,  share  of  Federal  spending 
assumed  by  entitlements  will  rise  from  48.8  percent  in  1995  to  54.9 
percent  in  the  year  2000.  Mandatory  spending,  including  net  inter- 
est, will  grow  from  64  percent  in  1995 — think  about  this,  folks — 
from  64  percent  in  1995  to  71.2  percent  in  the  year  2000.  We  are 
just  out  of  control.  I  mean  we  are  out  of  control. 

And  when  you  take  a  look  at  the  budget  beyond  the  $29  billion 
that  we  have  in  entitlement  savings,  when  you  take  a  look  at  the 
discretionary  savings  that  I  hope  one  of  my  colleagues,  maybe  Jim 
Kolbe  will  get  into,  it  is  possible  to  argue,  frankly,  and  I  don't  want 
to  get  into  a  bunch  of  budgetese,  but  the  administration  is  claiming 
$101  billion  in  discretionary  cuts,  all  of  which  comes  from  an  in- 
flated baseline. 

You  could  make  an  argument — I  know  Senator  Domenici  feels 
this  way — ^you  could  make  an  argument  there  is  about  $5  billion  in 
total  savings  out  of  discretionary  spending.  And  for  those  that  like 
to  study  budgets  and  those  that  like  to  Team  how  we  put  things 
together,  you  can  see  the  CBO  cap  is  at  549  but  0MB  adjusted  the 
cap — they  essentially  adjusted  it  twice  for  inflation  in  what  we  can 
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tell  and  they  gets  $5  billion  more  in  savings  from  discretionary 
than  the  CBO  cap.  And  you  add  that  cumulatively  and  it  figures 
out  to  $101  billion. 

These  savings  may  not  exist  at  all.  So  you  have  $29  billion  in  en- 
titlement savings  when  you  have  entitlement  spending  going 
through  the  roof  You  probably  have  somewhere  around  $5  billion 
in  discretionary  spending.  I  mean  this  is  really  a  pass.  This  is  not 
good,  ladies  and  gentlemen.  This  is  not  good. 

Now,  I  have  had  a  chance  over  the  years  to  not  study  Dr.  Rivlin 
as  much  as  I  would  like  to.  I  have  her  book.  It  is  on  my  desk.  It 
has  been  sitting  there.  I  have  scanned  some  of  it  and  she  had  a 
big  fight  inside  the  White  House  to  try  to  do  more  with  this  budget. 

Doctor,  you  lost  the  fight,  but  I  have  to  tell  you,  I  know  where 
your  heart  is,  and  I  know  you  wanted  to  deal  with  these  things  and 
I  respect  you  for  it.  You  want  to  know  something?  I  hope  that  you 
will  be  the  only  one  in  this  city  that  will  lose  this  fight  this  year, 
but  you  know  what,  I  have  a  feeling  there  will  be  some  others  of 
us  that  will  lose  some  fights  along  the  way  that  will  break  our 
hearts  like  this  fight,  I  believe,  broke  your  heart.  We  will  not  hear 
that  today,  but  I  know  how  you  feel  because  you  could  not  come 
up  here  with  a  budget  that  shoots  entitlements  through  the  roof. 

The  reason  why  I  think  we  do  not  make  any  changes  here  is  be- 
cause it  is  the  lobbyists  and  it  is  the  special  interest  groups  that 
say  not  me,  somebody  else.  We  will  get  to  it  later;  we  will  do  it 
later.  The  country  is  in  trouble,  folks,  and  I  really  believe  that  Re- 
publicans and  Democrats,  and  I  think  we  are  going  to  have  to  have 
Republicans  and  Democrats  working  together  to  get  this  job  done 
because  the  minute  we  try  to  really  deal  with  discretionary  spend- 
ing and  eliminate  departments  or  take  on  programs  like  Big  Bird, 
we  are  going  to  have  a  tremendous  outpouring  of  opposition  to  us 
trying  to  do  the  right  thing. 

And  then  when  we  get  to  the  big  battle,  the  battle  over  entitle- 
ments, you  know  what  has  happened  with  entitlements,  people 
really  feel  entitled.  A  lot  of  people  really  feel  entitled.  But  it  is  my 
sense  in  traveling  around  the  country  with  this  committee  that 
people  are  willing  to  stand  up  to  the  plate.  But  you  know  what 
happens  is  the  people  that  represent  them,  the  lobbyists  represent- 
ing these  groups,  they  are  going  to  fight  in  this  town  to  preserve 
exactly  what  we  currently  have,  and  the  people  who  are  going  to 
be  the  losers  are  going  to  be  the  next  generation.  It  will  be  the 
kids. 

And  our  legacy  in  this  Congress — ^you  know  our  legacy,  all  of  us 
who  are  here  today,  including  Dr.  Rivlin,  we  are  going  to  have  to 
live  with  the  outcome  for  the  future,  and  I  will  tell  you  something, 
we  have  to  stop  the  politics.  We  have  to  stop  the  politics  and  we 
have  to  get  down  to  the  right  policies. 

I  hope  that  as  we  go  down  the  road — and  Dr.  Rivlin  said  last 
night  that  she  wanted  to  work  with  us — as  we  head  down  the  road, 
I  am  hoping,  as  disappointed  as  I  am  with  this  budget,  I  am  hoping 
as  we  get  down  the  road  maybe  we  will  be  able  to  meet.  Maybe  we 
can  figure  out  how  to  put  the  darned  politics  aside  and  do  the  right 
policy,  take  on  the  big  issues,  stare  the  special  interest  groups 
square  in  the  eye  and  do  the  right  thing. 


If  that  day  comes,  we  will  have  left — we  will  have  left  a  great 
legacy  for  the  next  generation.  I  am  just  afraid  we  are  going  to  fail. 
I  worry  about  it. 

You  know,  at  the  same  time,  I  also,  in  talking  to  my  colleagues, 
I  sense  deep  inside  of  them  they  want  to  do  it,  too.  And  even  if  you 
could  not  win  this  battle  inside  the  White  House,  maybe  we  can 
win  this  fight  on  Capitol  Hill  and  we  can  save  the  kids,  we  can 
save  the  next  generation  and  we  can  do  the  right  thing.  There  will 
be  so  many  people  in  this  country  that  will  appreciate  it. 

Mr.  Sabo. 

Mr.  Sabo.  Mr.  Chairman,  before  my  opening  comment,  I  am  curi- 
ous about  our  schedule  for  the  committee.  I  read  varying  news- 
paper accounts  and  I  know  the  Chair  originally  planned  the  revised 
1995  budget  resolution.  I  keep  hearing  rumors  that  still  may  be  the 
case,  or  it  may  not  be,  and  I  am  just  curious. 

Chairman  Kasich.  I  think  it  is  a  very  fair  question. 

Mr.  Sabo.  I  do  not  expect  set  dates  on  when  we  may  be  doing 
things,  but  sort  of  a  general  idea  of  where  the  committee  is  headed. 

Chairman  Kasich.  Martin,  as  you  know,  and  as  you  have  pre- 
dicted, we  are  going  to  have  to  work  hard  to  get  our  act  together 
here.  We  originally  intended  to  have  a  revised  budget  resolution 
and  that  possibility  still  exists.  What  I  anticipate  is  we  are  going 
to  see  a  document  that  potentially  will  look  more  like  a  Penny-Ka- 
sich  document  than  the  revised  budget  resolution. 

We  have  to  pay  for  our  $200  billion  in  cuts.  We  will,  in  fact,  pay 
for  that.  I  was  hoping  we  would  do  it  a  little  sooner,  and,  frankly, 
we  are  working  to  get  our  act  together.  I  don't  want  to  leave  people 
with  the  wrong  impression.  It  is  not  like  we  cannot  do  it  or  we  are 
having  difficulty  or  we  are  clobbering  one  another,  it  is  not  that  at 
all. 

It  is  the  process  of  figuring  out  what  pieces  we  want  to  do  and 
precisely  the  timetable,  and  we  really  wanted  to  get  the  President's 
budget  up  here  because  there  may  be  things  in  there  we  want  to 
take.  We  clearly  have  to  do  this  before  the  first  100  days.  I  am  still 
not  totally  sure  whether  it  will  be  a  revised  budget  resolution  or 
a  Penny-Kasich  type  bill,  but  I  think  we  are  moving  more  toward 
the  Penny-Kasich  type  bill.  How  we  package  that  together  we  are 
still  working  internally,  but  we  will  give  you  obviously  plenty  of 
time  to  look  at  what  we  are  doing  on  that,  and  give  you  a  chance 
to  analyze  it,  I  hope. 

That  is  kind  of  where  we  are  on  that. 

In  terms  of  the  hearing  schedule  here,  Thursday,  we  are  going 
to  have  some  economists  that  are  going  to  come  in  and  talk  and 
maybe,  Laura  Tyson,  I  think  we  have  her  scheduled  for  the  after- 
noon. We  wanted  to  have  Secretary  Rubin.  We  could  not  work  that 
because  he  is  doing  the  peso  over  in  the  Senate.  And  then  on  Fri- 
day, we  have  two  former  0MB  directors  who  will  be  in  to  testify. 

Mr.  Sabo.  Which  one  is  Dave  Stockman? 

Chairman  KASICH.  No,  I  do  not  think  Stockman  is  coming,  but 
I  tell  you  what,  I  tell  you  what,  if  I  could  figure  out  how  to  pull 
it  off,  everybody  in  town  would  be  here  for  that,  wouldn't  they? 

Mr.  Orton.  Let  us  invite  him. 

Chairman  Kasich.  Well,  maybe  you  can  do  that. 

Mr.  Sabo.  He  is  yours. 


Chairman  Kasich.  I  am  not  going  to — the  guy  tried  his  best. 
Anyway,  and  then  we  will  try,  Mr.  Sabo,  try  to  get  more  adminis- 
tration people  up  here.  What  I  have  suggested  is  I  have  asked  my 
colleagues  to  give  me  a  list  of  people  they  would  like  to  see.  If  you 
folks  have  some  suggestions,  you  need  to  give  them  to  us. 

CBO.  I  can  tell  you  about  CBO.  I  think  we  will  have  an  an- 
nouncement shortly.  I  would  ideally,  we  are  trying  to  work  it.  I  told 
staff  this  morning  I  would  like  for  the  person  that  we  want  for 
CBO  to  come  before  the  committee  so  everybody  has  a  chance  to 
talk  and  question  her,  and  that  is  kind  of  the  latest  update. 

I  am  sorry  I  cannot  be  as  solid  as  I  would  like  to,  but  things  are 
changing  and  the  name  of  the  word  is  "flexibility."  But  I  will  tell 
you  what,  we  are  going  to  have  to  come  in  with  a  bottom  line,  the 
bottom  line  business  or  we  are  going  to  get  the  business  and  we 
all  know  that  and  I  am  confident  that  we  will. 

Mr.  Sabo.  Thank  you,  Mr.  Chairman. 

And  Dr.  Rivlin,  I  thank  you  for  coming  before  the  committee 
today.  When  the  President  submitted  his  budget  to  Congress  this 
week,  he  restated  his  commitments  to  invest  in  our  Nation's  future 
and  to  make  the  Federal  Government  smaller  and  more  efficient. 
Two  years  ago  the  President  worked  with  Congress  to  enact  a  cred- 
ible budget  plan  that  reduced  the  Federal  budget  deficit  more  than 
$500  billion  over  the  5-year  budget  time,  and  the  package  worked, 
in  contrast  to  what  the  doomsayers  had  to  say  in  1993. 

It  has  brought  the  deficits  down  to  the  lowest  levels  since  1979. 
And  in  1995  we  will  see  a  third  consecutive  year  of  falling  deficits. 
The  first  time  that  has  happened  since  Harry  Truman  was  in  the 
White  House.  That  progress  has  laid  the  foundation  for  a  growing, 
stronger  economy. 

Now  Congress  must  again  take  hold  of  the  budget  process  and 
work  with  the  administration  to  enact  further  deficit  reduction,  at 
the  same  time  not  jeopardizing  continued  economic  growth.  Unfor- 
tunately, last  year  the  Congress  was  unable  to  enact  any  health 
care  reform.  In  the  absence  of  health  care  reform,  medical  costs 
continue  to  rise. 

In  fact,  the  Medicare  and  Medicaid  programs  alone  will  account 
for  38  percent  of  the  growth  in  Federal  spending  over  the  next  5 
years.  It  is  clear  that  if  we  are  to  achieve  a  balanced  budget,  we 
must  address  the  rising  costs  of  Federal  health  programs,  but  I 
also  have  to  say  that  I  totally  agree  with  the  President,  that  Medi- 
care and  Medicaid  cuts  should  not  be  used  to  pay  for  tax  cuts  for 
the  most  affluent  and  most  powerful  in  this  country. 

And,  Mr.  Chairman,  there  are  folks  who  lobby  this  institution, 
and  I  know  of  none  who  will  benefit  more  than  the  most  wealthy 
and  the  most  powerful  in  this  society  by  the  Republican  tax  cut 
contract.  It  is  a  contract  that  will  cost  this  budget  over  $200  billion 
in  the  first  5  years,  an  additional  $500  billion-plus  in  the  second 
5  years,  and  to  have  that  paid  for — and  these  are  the  folks  that 
have  the  most  money;  it  is  geared  to  the  most  affluent  in  our  soci- 
ety— ^these  tax  cuts,  we  are  told,  are  going  to  be  paid  for  by  cuts 
in  Medicare,  Medicaid,  or  modifications  in  growth,  by  changes  in 
basic  nutrition  programs  for  people,  in  basic  services  for  people  to 
pay  for  this  tax  cut,  not  to  bring  the  deficit  down.  I  think  that  is 
totally  wrong.  That  is  the  issue  we  face. 


Your  dilemma,  Mr.  Chairman,  is  that  you  are  searching  and 
scraping  and  searching  for  the  money  to  pay  for  this  tax  cut,  which 
does  not  reduce  the  deficit  one  dime.  It  is  structured  so  that  it  ex- 
plodes in  costs,  explodes  in  costs  in  years  6  through  10,  which  fur- 
ther complicates  the  process  of  bringing  the  deficit  down. 

So  I  think  we  need  to  put  the  wealthy  and  the  powerful  aside  for 
a  while  and  decide  how  we  deal  with  real  fiscal  problems  in  this 
country  and  how  we  reform  health  care,  particularly  those  that  are 
paid  for  substantially  by  the  Federal  Grovemment  so  we  can  bring 
the  deficit  down.  Because  that  is  the  core  of  the  issue. 

When  you  look  at  Federal  expenditures,  discretionary  spending  is 
flat,  the  retirement  programs,  and  Social  Security,  grow  roughly  at 
the  rate  of  recipient  growth  and  inflation.  Health  care  has  and  con- 
tinues to  explode  in  cost  for  the  Federal  Grovemment.  The  solution 
to  that  problem  should  be  to  reduce  the  deficit,  not  to  hand  out  tax 
cuts  to  the  wealthy  and  powerful. 

Dr.  Rivlin,  the  President  and  you  deserve  credit  for  your  efforts 
to  reduce  the  deficit,  streamline  the  Federal  Government  and  im- 
prove our  economy.  We  must  build  on  those  achievements  and  I 
look  forward  to  working  with  you  and  with  all  the  members  of  this 
committee  to  continue  to  achieve  that  goal. 

Thank  you. 

Chairman  Kasich.  Dr.  Rivlin,  your  testimony,  please. 

STATEMENT  OF  DR.  ALICE  M.  RIVLIN,  DIRECTOR,  OFFICE  OF 
MANAGEMENT  AND  BUDGET 

Ms.  Rivlin.  With  your  permission,  Mr.  Chairman,  I  would  like 
to  submit  my  testimony  for  the  record  and  give  a  brief  summary 
of  it  here. 

I  am  happy  to  be  here  before  the  House  Budget  Committee  to 
start  the  dialogue  about  the  fiscal  1996  budget.  I  look  forward  to 
working  with  this  committee  as  we  go  through  the  difficult  process 
of  putting  together  a  budget.  This  committee,  which  has  the  hard 
job  of  putting  together  budgets,  knows  that  it  is  a  difficult  task. 
That  may  be  why  your  schedule  is  slipping  some.  The  realities  of 
doing  this  are  indeed  difficult. 

The  administration  worked  long  and  hard  on  this  budget  pro- 
posal. We  made  tough  decisions.  We  also  balanced  difficult  choices. 
We  believe  this  is  a  good  budget.  I  would  like  to  talk  briefly  about 
the  budget  and  leave  the  remainder  of  the  time  for  your  questions. 

This  budget  continues  the  major  themes  that  have  animated  the 
Clinton  administration's  economic  strategy  from  the  beginning. 
One  of  these  themes  is  raising  living  standards  for  average  Ameri- 
cans, both  now  and  in  the  future. 

That  goal  is  one  we  all  must  work  toward.  The  reason  the  Clin- 
ton administration  put  so  much  emphasis  on  deficit  reduction  in  its 
first  two  budgets  was  that,  at  the  time  we  came  into  office,  the  def- 
icit was  out  of  control.  The  deficit  was  rising,  and  it  was  the  big- 
gest impediment  to  the  increase  of  future  living  standards.  The  def- 
icit had  to  be  brought  under  control.  We  did  that.  In  the  last  2 
years  we  have  brought  the  deficit  down  dramatically. 

Let  me  refer  to  a  chart  with  which  you  are  all  familiar.  It  shows 
what  has  happened  to  the  deficit  in  the  last  couple  of  years.  When 
the  Clinton  administration  came  into  office,  the  deficit  for  fiscal 
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1992  was  $290  billion  and  headed  up.  It  was  increasing  rapidly  and 
was  projected  to  exceed  $400  billion  by  the  end  of  the  decade. 

The  plan  the  President  introduced,  and  courageous  Members  of 
Congress  voted  for,  brought  the  deficit  under  control.  We  are  proud 
of  that.  We  have  reduced  the  size  of  the  deficit  to  under  $200  bil- 
lion this  year. 

The  other  emphasis  we  had  at  the  same  time  we  were  bringing 
the  deficit  down  was  on  investing.  We  have  been  investing  in  peo- 
ple and  their  skills,  along  with  technology  and  science,  to  give  us 
a  more  productive  economy  with  better  jobs  and  wages.  We  also 
have  been  investing  in  infrastructure  to  increase  productivity. 

This  budget  continues  the  fight  for  higher  living  standards  and 
higher  wages. 

We  are  proposing  a  tax  cut  for  working  families,  to  give  imme- 
diate relief  to  families  with  children.  These  families  are  not  at  the 
high  end  of  the  living  scale,  but  they  are  working  hard  and  raising 
kids.  They  need  immediate  help  to  have  a  better  life. 

We  are  also  emphasizing  education  and  training.  In  today's  com- 
plex world,  people  must  have  the  training  and  education  that  will 
enable  them  to  get  good  jobs.  Thus,  we  are  proposing  an  education 
and  training  deduction  on  the  income  tax  to  encourage  people  to  in- 
vest in  themselves. 

We  are  proposing  to  broaden  the  Individual  Retirement  Account, 
not  only  to  encourage  saving  for  the  future,  but  to  allow  people  to 
use  their  savings  for  purposes  other  than  retirement  such  as  edu- 
cation, the  purchase  of  a  first  home,  or  extraordinary  medical  ex- 
penses. 

We  are  proposing  a  GI  bill  for  American  workers.  This  voucher, 
or  skills  scholarship,  as  we  are  calling  it,  will  enable  dislocated  and 
low-income  workers  to  find  the  training  they  need.  We  are  paying 
for  the  GI  bill  by  combining  the  plethora  of  training  programs  in 
the  budget  to  not  only  create  a  pool  of  funds  for  the  skill  scholar- 
ships, but  also  give  State  and  local  governments  more  flexibility  in 
providing  the  services  that  dislocated  and  low-income  workers 
need. 

We  are  emphasizing  investment  in  the  range  of  programs  that 
are  important  to  the  future  of  young  Americans.  Head  Start,  WIC, 
Schools  to  Work,  and  CJoals  2000  are  programs  the  Congress  has 
passed;  we  believe  these  programs  are  essential  to  improving  skills 
and  enhancing  lifelong  learning.  Science  and  technology,  bio- 
medical science,  and  other  investments  in  our  future  are  also  em- 
phasized in  this  budget. 

But  this  budget  also  continues  our  tradition  of  fiscal  responsibil- 
ity. Although  the  deficit  is  no  longer  out  of  control,  as  it  was  in 
1992,  it  is  still  a  problem.  And  while  we  have  gone  through  the 
Federal  budget,  paying  assiduous  attention  to  what  can  be  cut;  we 
must  still  ask  the  question — what  does  the  Federal  Government  no 
longer  need  to  do? 

This  budget  provides  specific  budget  savings,  comprising  mostly 
spending  cuts,  of  $144  billion  over  5  years.  We  are  using  less  than 
half  of  that,  $63  billion,  to  pay  for  our  middle  class  tax  cut.  The 
remainder  will  be  used  for  deficit  reduction. 

Most  of  the  spending  cuts  are  in  discretionary  spending.  We  do 
not,  however,  believe  in  blindly  slashing  government.  We  strongly 


believe  that  a  leaner  government  can  be  more  effective.  That  brings 
me  to  the  second  theme  that  has  run  through  the  Clinton  adminis- 
tration's strategy  from  the  beginning:  creating  a  government  that 
works  better. 

With  the  Vice  President's  National  Performance  Review  [NPR] 
we  have  started  to  create  a  government  that  works  better.  The 
NPR  has  been  very  successful,  and  has  put  us  on  the  track  to  re- 
ducing the  Federal  work  force  by  272,000  people.  By  the  end  of  fis- 
cal 1996,  we  will  be  two-thirds  of  the  way  toward  achieving  that 
goal,  as  we  will  have  reduced  the  Federal  work  force  by  at  least 
173,000  people. 

In  December,  we  took  another  big  step  by  focusing  on  aggres- 
sively restructuring  five  agencies — Transportation,  Housing  and 
Urban  Development,  Energy,  the  Office  of  Personnel  Management, 
and  the  (General  Services  Administration.  We  think  these  agencies 
can  do  their  jobs  better  in  a  much  more  simplified  way.  This  budg- 
et contains  detailed  proposals  for  restructuring  them. 

In  addition,  we  have  terminated  130  programs  that  represent 
things  we  think  the  government  no  longer  needs  to  be  doing.  Most 
importantly,  we  have  consolidated  271  programs  into  27  perform- 
ance partnerships — a  new  concept  that  is  different  from  block 
grants. 

With  these  performance  partnerships,  we  are  not  sa)dng  put  the 
money  on  the  stump  and  run.  Rather,  we  are  saying  that  State  and 
local  governments  need  more  flexibility  to  address  their  own  prob- 
lems. The  Federal  (government  has  too  many  programs,  too  many 
rules,  too  many  conflicting  requirements,  and  too  much  bureauc- 
racy. 

Performance  partnerships  will  enable  us  to  group  those  Federal 
programs  together  and  give  State  and  local  government  more  flexi- 
bility. But  there  must  also  be  a  measure  of  accountability.  We  are 
calling  these  performance  partnerships  because  we  believe  not  only 
in  partnership,  but  in  performance  as  well.  We  believe  in  working 
with  the  State  and  local  governments  to  define  what  we  are  trying 
to  do  with  this  money;  how  can  we  measure  what  we're  trying  to 
do;  and  how  we  can  measure  results  and  be  accountable  to  the  pub- 
lic. 

The  Vice  President  likes  to  talk  about  trust  and  accountability. 
While  we  trust  State  and  local  government  to  spend  the  money 
sensibly  to  reach  the  objectives  of  the  performance  partnerships,  we 
must  all  be  held  accountable  for  the  results  of  the  activities. 

Another  theme  which  has  animated  the  Clinton  strategy  from 
the  beginning  is  a  budget  that  enables  America  to  be  a  leader  in 
the  world.  We  don't  just  want  a  leaner,  more  effective  domestic  gov- 
ernment; we  also  want  a  leaner,  more  effective  fighting  force. 

As  everyone  knows,  we  have  been  on  the  track  to  adjusting  the 
size  of  the  Armed  Forces  to  the  post-cold  war  world.  We  realize 
that  our  leaner  military  force  must  be  effective.  Thus  we  have  put 
into  the  budget,  announced  in  December,  $25  billion  in  additional 
funding  for  the  military  to  enhance  readiness  and  what  Secretary 
Perry  likes  to  call  quality  of  life — things  that  allow  us  to  maintain 
an  effective  military  force.  We  also  have  sent  up  a  supplemental 
appropriation  request  for  fiscal  1995  to  enhance  the  readiness  of 
the  military. 
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In  conclusion,  Mr.  Chairman,  we  stand  ready  to  work  with  this 
committee  in  a  dialogue  on  the  budget.  We  want  to  work  with  the 
committee  not  only  on  the  things  that  are  proposed  in  this  budget, 
but  on  things  that  aren't.  We  did  not  include  welfare  reform  in  this 
budget.  But  everybody  knows  we  are  for  welfare  reform. 

We  had  a  welfare  reform  bill  up  last  year  and  are  engaged  in  ac- 
tive discussions  with  the  Congress  on  reaching  the  objectives  of 
welfare  reform,  which  I  think  are  common  ones.  We  want  a  welfare 
system  which  emphasizes  getting  people  to  work  and  focuses  on 
welfare  as  a  transition,  not  as  a  way  of  life. 

In  the  area  of  health  care  reform,  we  had  a  proposal  last  year 
that  generated  a  great  deal  of  dialogue.  However,  it  did  not  come 
to  fruition.  We  want  very  much,  as  the  President  emphasized  in  his 
State  of  the  Union  Address,  to  work  with  the  Congress  on  health 
care  reform,  which  is,  as  Mr.  Sabo  emphasized,  key  to  further 
progress  on  the  deficit. 

Mr.  Chairman,  I  think  we  all  have  an  opportunity  in  working  on 
this  budget  to  serve  the  American  people  and  their  children  and 
grandchildren  as  well.  We  need  to  fashion  a  budget  that  is  fiscally 
responsible,  that  preserves  and  strengthens  the  activities  people 
expect  from  their  government,  and  that  eliminates  or  changes 
things  that  the  people  no  longer  want  government  to  do.  It  is  a 
hard  job.  We  have  put  our  proposal  on  the  table  and  we  are  eager 
to  see  yours.  We  are  interested  in  working  with  you, 

[The  prepared  statement  of  Dr.  Alice  Rivlin  follows:] 

Prepared  Statement  of  Dr.  Alice  M.  Rivlin,  Director,  Office  of  Management 

AND  Budget 

Mr.  Chairman,  members  of  the  Committee,  thank  you  for  inviting  me  to  offer  the 
Administration's  views  on  the  President's  fiscal  1996  budget.  For  ttie  third  straight 
year,  the  President  has  proposed  a  detailed  plan  to  create  a  smaller,  more  effective 
Government  for  average  Americans — ^that  is,  to  help  create  his  "New  Covenant"  be- 
tween the  Government  and  the  American  people. 

executive  summary 

The  President  proposes  to  build  upon  his  strong  record  of  achievement.  With  the 
help  of  his  economic  plan,  which  Congress  passed  in  1993,  the  President  helped  to 
jump-start  a  weak  recovery.  The  result  was  lower  interest  rates,  little  inflation,  and 
the  creation  of  more  than  5.6  million  new  jobs. 

With  a  plan  tiiat  called  for  a  record  $505  billion  in  deficit  reduction  over  5  years, 
and  has  in  fact  produced  over  $600  billion  in  deficit  reduction,  the  President  has 
reduced  the  deficit  from  $290  billion  in  1992  to  $203  billion  in  1994.  We  expect  the 
deficit  to  be  under  $200  billion  this  year.  By  1998,  the  deficit  will  fall  to  its  lowest 
level  as  a  percentage  of  GDP  since  1979. 

At  the  same  time,  the  President  has  made  great  progress  in  reinventing  Govern- 
ment through  the  National  Performance  Review.  We  have  reduced  the  work  force 
by  102,000  positions  while  streamlining  departments  and  agencies,  cutting  redtape, 
and  providing  better  service. 

Now,  we  plan  to  go  further.  The  President  has  proposed  $144  billion  of  budget 
savings— $63  billion  to  finance  the  middle  class  tax  cut  that  I  will  discuss  in  a  mo- 
ment and  $81  billion  to  reduce  the  deficit  further  over  the  next  5  years.  As  part 
of  those  savings;  he  proposes  to  terminate  130  programs  and  consolidate  271  others 
into  27  new  "performance  partnerships." 

Not  everyone  has  shared  in  the  economic  recovery.  As  a  result,  the  President  pro- 
poses a  Middle  Class  Bill  of  Rights,  which  will  cut  taxes  for  middle-income  Ameri- 
cans and  give  unemployed  or  dislocated  workers  grants  to  purchase  the  job  training 
they  need. 

He  also  is  continuing  to  reduce  the  Federal  bureaucracy  and  will,  by  the  end  of 
this  decade,  cut  it  to  its  smallest  size  since  John  Kennedy  was  President.  As  part 
of  Phase  II  of  the  National  Performance  Review,  he  has  proposed  to  restructure  the 
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Departments  of  Housing  and  Urban  Development,  Energy,  and  Transportation,  the 
General  Services  Administration,  and  the  Office  of  Personnel  Management. 

In  the  coming  months,  also  as  part  of  Phase  II,  the  President  wUl  examine  every 
other  program  and  activity  to  determine  which  to  terminate,  which  to  restructure, 
and  which  to  shift  to  the  States,  localities,  or  private  sector. 

MAJOR  THEMES 

This  budget  revolves  firound  three  major  themes — themes  that  have  dominated 
the  President's  economic  strategy  for  the  past  2  years. 

1.  Raising  the  standard  of  living  for  average  families,  now  and  in  the  future:  The 
President  is  proposing  a  Middle  Class  Bill  of  Rights.  For  the  short  term,  it  will  pro- 
vide needed  tax  relief  to  help  millions  of  average  families  raise  their  living  stand- 
ards now.  And  for  the  long  term,  it  will  give  those  families  the  tools  they  need  to 
raise  their  living  standards  in  the  future. 

The  Middle  Class  Bill  of  Rights: 

Provides  a  $500  per  child  tax  credit  for  middle-income  families  with  children 
under  13; 

Expands  eligibility  for  Individual  Retirement  Accounts  [IRA's]  and  allows  families 
to  make  penalty-free  withdrawals  for  a  range  of  educational,  housing,  or  medical 
needs; 

Offers  a  tax  deduction  for  the  costs  of  college,  university,  or  vocational  education; 
and 

Creates  a  G.I.  Bill  for  America's  Workers  by  consolidating  70  job  training  pro- 
grams and  using  the  money  to  offer  "Skill  grants"  through  which  dislocated  and  low- 
income  workers  can  choose  and  pay  for  the  training  they  need  to  find  new  and  bet- 
ter jobs. 

The  President  proposes  to  build  upon  his  investments  in  human  and  physical  cap- 
ital— investments  that  will  help  to  raise  national  productivity  and,  in  turn,  living 
standards  for  the  fiature.  Overall,  he  proposes  to  increase  investment  spending  by 
$9.7  billion  in  fiscal  1996  over  1995. 

The  G.I.  Bill  for  America's  Workers  is  a  new  element  of  his  continuing  agenda 
for  improving  the  education  and  skills  of  America's  workers,  enabling  them  to  com- 
pete for  high-wage  jobs  in  the  new  economy.  In  the  last  2  years,  the  Administration 
has  enacted  the  Goals  2000  bill  to  encourage  States  and  localities  to  reform  their 
educational  systems;  revamped  the  student  loan  program  to  make  post-secondary 
education  affordable  to  more  Americans,  and  pushed  successfully  for  the  School-to- 
Work  program  that  enables  young  Americans  to  move  more  easily  from  high  school 
to  training  or  more  education. 

In  this  budget,  the  President  proposes  a  10-percent  increase  for  the  Special  Sup- 
plemental Feeding  Program  for  Women,  Infants,  and  Children  [WIC],  to  $3.8  billion; 
an  11-percent  increase  for  Head  Start,  to  $3.9  billion;  and  an  86-percent  increase 
for  Goals  2000,  to  $750  million. 

The  President's  budget  also  emphasizes  investments  in  science  and  technology  to 
improve  future  productivity  and  U.S.  competitiveness  in  the  new  economy.  It  pro- 
poses a  13-percent  increase  for  the  Defense  Department's  core  Technology  Reinvest- 
ment Project  [TRP],  to  $500  million;  a  4-percent  increase  for  biomedical  research  at 
the  National  Institutes  of  Health,  to  $11.8  billion;  a  20-percent  increase  for  the 
Commerce  Department's  National  Institute  of  Standards  and  Technology,  to  a  total 
of  $1  billion;  and  a  4-percent  increase  for  the  National  Science  Foundation,  to  $3.4 
billion.  The  President  seeks  to  strengthen  the  Administration's  coordinated  efforts 
to  promote  science  and  technology  mrough  the  National  Science  and  Technology 
Council  and  to  improve  the  payment  system  for  federally  sponsored  research  at  col- 
leges and  universities. 

The  budget  also  continues  the  Administration's  strong  commitment  to  deficit  re- 
duction. When  we  arrived,  the  deficit  was  a  clear  threat  to  future  living  standards. 
It  was  projected  to  rise  from  $290  billion  in  1992  to  more  than  $300  billion  imme- 
diately, and  then  to  near  $400  bilUon  a  few  years  down  the  road.  The  deficit  was 
absorbing  a  huge  share  of  national  saving  that  could  otherwise  be  spent  on  the 
kinds  of  investments  that  increase  productivity. 

Working  with  Congress  in  1993,  we  enacted  a  5-year  budget  plan  designed  to  re- 
duce the  deficit  by  a  cumulative  $505  billion  from  1994  to  1998.  Because  the  econ- 
omy has  performed  better  than  expectations,  we  now  expect  to  generate  $616  billion 
in  deficit  reduction  over  that  time.  The  deficit  measured  $203  billion  in  1994 — a 
huge  drop  from  the  $290  billion  of  2  years  earlier.  Except  for  an  anomaly  in  1997, 
we  expect  it  to  remain  below  $200  billion  for  the  rest  of  this  decade. 
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More  importantly,  we  have  reduced  the  deficit  from  4.9  percent  of  Gross  Domestic 
Product  [GDP]  when  we  arrived  to  a  projected  2.7  percent  this  year.  Clearly,  we 
have  brought  the  deficit  under  control. 

But  we  are  not  satisfied.  In  this  budget,  we  propose  to  reduce  the  deficit  between 
1996  and  2000  by  another  $81  billion.  More  importantly,  our  budget  would  bring 
the  deficit  down  to  2.1  percent  of  GDP  by  the  end  of  this  decade — its  lowest  level 
since  1979. 

We  are  proposing  $144  billion  in  new  budget  savings — $63  billion  to  pay  for  our 
middle  class  tax  cut  and  $81  billion  for  more  deficit  reduction. 

How  did  we  generate  the  $144  billion  in  savings? 

Most  of  them,  $101  billion,  come  in  discretionary  spending  cuts.  Of  the  $101  bil- 
lion, $21  billion  comes  from  Phase  II  of  the  Administration's  effort  to  reinvent  Gov- 
ernment through  the  National  Performance  Review.  This  includes  the  restructurings 
of  the  Departments  of  Housing  and  Urban  Development,  Transportation,  and  En- 
ergy, the  General  Services  Amninistration,  and  the  Office  of  Personnel  Manage- 
ment. The  rest  of  the  savings  are  outlined  in  the  program-by-program  detail  in  the 
budget  for  the  years  1996-2000. 

Also  as  part  of  Phase  II,  the  Administration  has  begun  an  intensive  effort  to  ex- 
amine the  other  Federal  departments  and  agencies  to  determine  which  functions 
and  activities  to  continue,  wnich  to  terminate,  and  which  to  shifl;  to  the  States,  lo- 
calities, or  the  private  sector.  We  anticipate  that,  through  this  effort,  we  will  revise 
our  5-year,  program-by-program  plan  and  offer  proposals  to  restructure  agencies  in 
the  same  way  tSat  we  have  for  those  cited  above. 

The  budget  contains  $29  billion  of  mandatory  savings.  Most  it  comes  from  extend- 
ing the  Medicare  and  Veterans  reforms  of  the  1990  and  1993  budget  reconciliation 
acts,  accelerating  our  successful  direct  student  loan  program,  expanding  the  prin- 
ciple of  user  payment  for  the  electromagnetic  spectrum,  and  other  smaller  savings. 

The  budget  also  includes  tax  compliance  savings  of  about  $9  billion,  including 
about  $0.4  oillion  from  reinventing  government. 

Finally,  the  budget  includes  a  small  amount  of  savings  that  does  not  score  for 
budgetary  purposes,  including  net  spending  reduction  from  the  Administration's 
non-emergency  supplemental  appropriation  proposal  for  fiscal  1995,  interest  savings 
associated  with  the  direct  student  loan  proeram,  and  debt  service  savings  from  all 
of  the  other  proposals.  Partially  off"setting  these  savings  are  bookkeeping  costs  due 
to  personnel  cuts;  reducing  the  size  of  the  Federal  workforce  means  that  the  Federal 
Government  and  its  employees  make  smaller  contributions  to  the  pension  funds. 

In  sum,  these  proposals  fully  offset  the  tax  cuts  and  leave  enough  additional  sav- 
ings to  keep  the  deficit  under  control  beyond  the  5-year  budget  window.  While  the 
economy  is  growing,  the  deficit  is  not. 

2.  Projecting  American  Leadership:  Our  funding  proposals  for  international  af- 
fairs, $21.2  billion,  and  national  defense,  $258.3  billion,  support  American  leader- 
ship around  the  world.  These  two  elements  are  synergistic:  we  design  and  prepare 
our  forces  and  programs  to  support  our  national  interests  and  foreign  policy  goals. 
Together,  they  create  the  foundation  for  our  leadership.  I  will  turn  first  to  inter- 
national affairs,  then  to  national  defense. 

However  critical  to  promoting  our  vital  national  interests,  funds  for  international 
affairs  programs  and  institutions  constitute  only  1  percent  of  our  total  budget,  re- 
quiring that  we  carefully  focus  on  their  most  effective  use  in  supporting  our  most 
important  goals  and  objectives. 

Our  budget  promotes  and  defends  our  vital  interests  in  regions  that  have  long 
been  central  to  our  national  security:  Europe,  the  Middle  East,  and  Asia.  Our  budg- 
et includes  $788  million  to  support  economic  and  democracy  programs  in  the  new 
independent  states  [NIS]  of  the  former  Soviet  Union.  In  Central  Europe,  our  budget 
supports  the  missions  of  supporting  democracy,  free  markets,  and  peace  by  provid- 
ing $480  million  in  funding  to  help  nealthy,  market  democracies  emerge.  The  budget 
also  maintains  our  long-standing  support  for  the  peace  process  in  the  Middle  East, 
requesting  more  than  $5.2  billion  to  assist  countries  participating  in  that  process. 

A  strong  and  growing  world  economy  that  incorporates  an  increasing  number  of 
nations  is  essential  to  our  own  economic  growth.  Our  budget  provides  increased  sup- 
port to  strengthen  our  trade  position  in  tne  global  market  and  especially  in  Central 
Europe,  Russia,  and  Ukraine  through  such  agencies  as  the  Export-Import  Bank. 

Our  leadership  is  important  to  prevent  and  provide  a  humanitarian  response  to 
crises  and  conflicts  that  have  so  visibly  divided  many  nations  in  recent  years.  Our 
budget  supports  this  leadership  effort  by  providing  $1.7  billion  for  refugee,  humani- 
tarian feeding,  and  disaster  assistance  programs. 

The  Nation  has  built,  and  this  Administration  continues  to  support,  a  powerful 
military  capability.  Our  defense  budget,  which  is  significantly  higher  than  that  of 
any  other  nation,  supports  one  of  the  world's  largest  military  forces,  with  a  superior 
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level  of  quality  and  talent.  It  continues  our  commitment  to  maintaining  high  levels 
of  training  and  readiness  of  that  force  and  to  equipping  it  with  a  technology  second 
to  none. 

In  discretionary  spending,  the  budget  requests  $258.3  billion  in  budget  authority 
and  $262.2  billion  in  outlays  for  the  National  Defense  Function.  The  outlays  rep- 
resent 16  percent  of  all  spending  in  the  budget. 

The  Administration  continues  to  place  its  nighest  priority  on  the  readiness  of  U.S. 
defense  forces — ensuring  their  ability  to  mobilize,  deploy,  and  operate  effectively  in 
the  face  of  varied  challenges  of  the  post-cold  war  era.  The  Defense  Funding  Imtia- 
tive,  providing  $25  billion  in  higher  spending  from  1996  to  2001,  supports  our  com- 
mitment to  high  levels  of  readiness,  as  does  the  requested  defense  supplemental  ap- 
propriation for  1995.  For  1996,  the  budget  proposes  funding  of  $91.9  billion  for  Op- 
erations and  Maintenance,  the  principal  readiness-related  account. 

This  budget  also  contains  several  initiatives  to  improve  the  quality  of  military  life: 
a  2.4  percent  military  pay  raise  and  an  increase  in  military  community  and  family 
support,  including  more  child  care  facilities,  family  counselors,  and  improved  rec- 
reational facilities. 

Superior  technology  is  the  hallmark  of  the  U.S.  Armed  Forces.  In  particular,  we 
expect  investments  in  information  technologies  and  sensors  to  give  our  forces  major 
advantages  in  gathering,  processing,  and  acting  upon  information  from  the  battle- 
field. The  budget  proposes  $7.8  billion  for  science  and  technology  programs. 

The  budget  also  enables  us  to  maintain  stewardship  over  our  nuclear  capability. 
The  budget  proposes  $11.2  billion  in  total  Enerey  Department  spending  on  defense 
activities.  It  includes  $6.6  billion  of  cleanup  and  disposal  of  wastes  from  prior  nu- 
clear weapons  activities,  $0.7  billion  for  developing  nuclear  reactors  for  Naval  ves- 
sels, and  $0.7  billion  for  nonproliferation,  arms  control,  and  other  activities. 

Intelligence  remains  a  critical  ingredient  of  our  national  security  posture.  To  sup- 
port it,  we  propose  to  keep  the  Intelligence  budget  at  the  1995  level.  To  plan  for 
the  future,  the  President  and  Congress  established  a  commission  of  distinguished 
Americans  that  will  spend  the  next  year  reviewing  the  roles  and  capabilities  of  the 
Intelligence  Commumty.  Their  conclusions  will  help  to  guide  future  decisions  on 
goals  and  resources. 

Wise  investments  with  dual-use  technologies  support  national  defense.  They  allow 
defense  systems  to  draw  on  leading-edge  commercial  developments  in  such  areas  as 
computers  and  communications,  and  they  allow  investments  in  defense  programs  to 
accelerate  commercial  progress  in  such  areas  as  advanced  materials  and  space  sys- 
tems. The  AdministratiorTs  dual-use  investment  strategy  focuses  heavily  on  elec- 
tronics and  sensors.  The  Technology  Reinvestment  Program  is  a  key  component  of 
this  strategy.  It  awards  Federal  funds  competitively,  on  a  cost-shared  basis,  to  en- 
able industry-led  projects  to  create  new  duaJ-use  technologies.  Since  the  start  of  the 
TRP  pro-am  in  1993,  over  15,000  companies  have  submitted  over  3,000  proposals 
to  participate;  the  program  has  made  over  250  awards.  The  budget  requests  $500 
million  for  the  TRP  program. 

The  Defense  Department's  main  challenge  with  its  facilities  is  to  tailor  them  to 
the  downsized  force  structure.  DOD  is  working  to  ensure  that  base  closure  and  re- 
alignment decisions  will  generate  a  more  efficient  use  of  the  remaining  defense  in- 
frastructure. The  budget  provides  $3.9  billion  in  1996  to  implement  closure  and  re- 
alignment decisions.  At  the  same  time,  DOD  is  committed  to  assisting  the  economic 
redevelopment  of  communities  affected  by  base  closures.  In  this  effort,  the  budget 
increases  funding  for  DOD's  OfQce  of  Economic  Adjustment  [OEA]  to  $59  million, 
$20  million  over  1995,  to  help  Base  Realignment  and  Closure  Commission  commu- 
nities plan  for  economic  redevelopment. 

3.  Making  Goverment  Work:  The  President  is  building  on  his  initial  success  in 
making  Government  work  and  moving  out  in  dramatic,  new  directions. 

Through  the  National  Performance  Review  [NPR],  which  the  President  created  2 
years  ago,  the  Administration  has  improved  service  to  Government's  "customers," 
cut  redtape,  empowered  Federal  employees,  and  eliminated  programs  that  no  longer 
serve  a  useful  purpose.  We  have  sought  to  ensure  that  Federal  programs  achieve 
real  results — e.g.,  cleaner  air — rather  than  merely  spend  taxpayer  dollars. 

We  streamlined  Federal  agencies,  cutting  management  layers  and  excessive  con- 
trols. Already,  we  have  reduced  the  work  force  by  102,000  full-time  equivalent  [FTE] 
Positions.  Continuing  the  President's  effort,  the  budget  proposes  1.976  million  FTE. 
iy  the  end  of  1996,  the  President  will  have  cut  FTE  by  173,300,  reducing  the  Fed- 
eral Government  to  its  smallest  size  in  30  years.  He  also  will  be  nearly  two-thirds 
of  the  way  toward  the  required  reduction  of  272,900  by  1999,  as  outhned  in  last 
year's  Federal  Workforce  I^structuring  Act. 

In  its  first  phase,  the  NPR,  under  the  direction  of  Vice  President  Gore,  mostly  ex- 
amined the  "now"  of  Government — the  human  resource  management,  procurement 
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rules,  and  other  processes  by  which  the  Government  operates.  In  general,  it  did  not 
focus  on  the  more  basic  question  of  "what"  the  Federal  Government  should,  and 
should  not,  do. 

With  this  budget,  the  President  has  begun  to  tackle  this  very  fundamental  ques- 
tion. He  is  proposing  a  major  restructuring  of  three  Cabinet  departments — Housing 
and  Urban  Development,  Transportation,  and  Energy — and  two  major  agencies — ^the 
General  Services  Administration  and  the  Office  of  Personnel  Management.  We  ex- 
pect these  restructurings  to  save  $23  billion  over  the  next  5  years. 

We  also  are  proposing  to  consolidate  271  programs  into  27  "performance  partner- 
ships." In  exchange  for  giving  States,  localities,  and  other  providers  more  flexibility 
in  how  they  spend  Federal  funds,  we  are  seeking  more  accountability  for  that  spend- 
ing by  focusing  on  actual  performance.  Rather  than  merely  calculate  the  inputs  of 
a  program — i.e.,  funding  levels — we  are  focusing  on  outputs — what  the  programs  ac- 
tually accomplish. 

The  consolidated  programs  include  70  to  create  the  G.I.  Bill  for  America's  Work- 
ers, mostly  from  the  Departments  of  Education  and  Labor;  108  from  the  Public 
Health  Service;  60  from  the  Department  of  Housing  and  Urban  Development;  30 
from  the  Department  of  Transportation;  and  3  from  the  Department  of  Health  and 
Human  Services. 

More  importantly,  these  restructurings  and  consolidations  are  the  first  step  in  a 
Government-wide  examination  of  departments  and  agencies,  which  the  President 
has  asked  the  Vice  President  to  lead.  This  effort  is  designed  to  sort  out  responsibil- 
ities among  the  Federal,  State,  and  local  levels  of  government,  and  between  Govern- 
ment and  such  private  sector  providers  as  businesses,  non-profits,  and  conmiunity 
groups.  Working  with  the  NPR,  0MB,  the  President's  Management  Council,  and  the 
White  House  policy  councils,  Federal  agencies  will  examine  every  program,  deter- 
mine which  to  continue,  which  to  eliminate,  and  which  to  shift  to  the  States,  local- 
ities, or  private  sector. 

PROGRAM  DETAIL 

Restoring  the  American  Community:  American  communities  embody  our  sense  of 
place,  belonging,  and  togetherness — the  very  security  on  which  we  depend.  But  our 
communities  face  the  pressures  of  great  challenges  that  threaten  the  ties  that  bind 
us  together.  Violence  and  drug-related  crime  are  tearing  at  our  social  fabric. 

This  budget  would  invest  in  our  communities,  by  increasing  funding  for  programs 
that  help  to  strengthen  our  communities — Americorps,  empowerment  zones,  and  the 
urban  and  rural  economic  development  initiatives.  It  would  continue  to  commitment 
undertaken  in  last  year's  crime  bill,  providing  the  funding  necessary  to  continue 
making  progress  toward  the  goal  of  putting  100,000  police  on  the  streets  and  provid- 
ing increased  funding  for  other  crime  control  efforts. 

Americorps:  The  1996  budget  proposes  to  increase  funding  for  the  President's  na- 
tional service  initiative  to  $1.1  billion.  This  is  a  $290  million  increase  from  the  prior 
year,  and  would  permit  the  expansion  of  the  program  to  47,000  participants.  This 
would  keep  the  program  on  the  President's  goal  of  reaching  100,000  participants 
over  3  years. 

Empowerment  Zones  and  Enterprise  Communities:  On  December  23,  the  Adminis- 
tration designated  9  Empowerment  Zones  and  95  Enterprise  Communities,  plus  2 
additional  urban  enterprise  zones.  The  Administration  designated  Atlanta,  Balti- 
more, Chicago,  Detroit,  New  York  City,  and  Philadelphia/Camden  as  urban  EZs,  en- 
abling each  to  receive  $100  million  in  flexible  block  grants.  We  designated  Kentucky 
Highlands,  Mississippi's  Mid-Delta  Region,  and  Texas'  Rio  Grande  Valley  as  rural 
EZs.  Los  Angeles  and  Cleveland  were  designated  as  supplemental  urban  EZs.  The 
budget  contains  the  funding  necessary  to  continue  these  commitments. 

Urban  and  Rural  Economic  Development:  We  propose  $4.8  billion  in  1996  to  fund 
a  new  Community  Opportunity  Funds  program  to  help  local  and  State  governments 
address  the  most  critical  needs  of  distressed  commumties.  We  also  propose  funding 
the  Rural  Development  Initiative  at  a  level  of  $5.8  billion  to  continue  to  support 
grants,  loans  and  loan  guarantees — an  increase  of  $716  million  over  the  prior  year. 

Controlling  Violent  Crime  and  Drug  Abuse:  Our  proposed  $21.5  billion  in  discre- 
tionary spending  in  1996  represents  an  increase  of  $3.4  billion  from  1995  to  fight 
violent  crime.  The  largest  share  of  the  increase  would  go  to  help  State  and  local  law 
enforcement  agencies. 

Community  policing:  The  President  is  committed  to  putting  100,000  cops  on  the 
streets,  and  this  budget  contains  $1.9  billion  in  funding — an  increase  of  45  percent 
from  1995.  This  additional  funding  will  make  significant  progress  toward  meeting 
the  goal,  bringing  the  total  number  of  new  officers  funded  to  over  40,000  by  the  end 
of  1996. 
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Crime  Control:  Overall,  the  level  of  funding  for  the  Administration's  major  violent 
crime  control  initiatives  increases  from  $2.4  billion  in  1995  to  $4.3  billion  in  this 
budget — an  increase  of  $1.9  billion. 

Drug  Control:  Drug  control  spending  will  increase  by  $1.3  billion,  from  $13.3  bil- 
lion in  1995  to  $14.6  billion.  The  budget  targets  additional  funding  to  treatment, 
prevention  and  education,  and  criminal  justice. 

Reforming  the  Nation's  Immigration  System:  This  budget  reflects  the  Administra- 
tion's continued  commitment  to  controlling  our  Nation's  borders  and  sharing  the  na- 
tional burden  of  costs  associated  with  illegal  immigration. 

Border  Security  Initiative:  The  budget  includes  $656  million  in  new  funding  to 
support  the  border  security  initiative.  These  funding  increases  will  strengthen  bor- 
der control  and  management  activities  of  the  Immigration  and  Naturalization  Serv- 
ice and  the  Customs  Bureau,  and  strengthen  enforcement  through  the  INS  and  ^e 
Department  of  Labor  to  apprehend  and  deport  illegal  immigrants.  The  budget  pro- 
poses to  finance  this  initiative,  in  part,  through  a  modest  border  services  user  fee. 

Helping  with  the  Costs  of  Illegal  Immigration:  The  budget  also  contains  an  addi- 
tional $370  million  to  assist  States  with  particularly  heavy  burdens  associated  with 
illegal  immigration.  This  increase  is  divided  among  three  programs:  State  Criminal 
Alien  Assistance  Program;  Medicaid  discretionary  grants  to  States;  and  the  Immi- 
grant Education  Program. 

Ensuring  a  Clean  Environment:  The  Administration  has  developed  several  new 
approaches  to  advance  the  President's  commitment  that  a  healthy  economy  and  a 
healthy  environment  go  hand  in  hand.  The  budget  targets  spending  to  ensure  that 
we  make — the  Government  a  partner  working  with  local  citizens,  not  an  overseer. 

Ecosystem  Management:  Funding  levels  reflect  the  high  priority  that  the  Admin- 
istration places  in  maintaining  ecologically  diverse  and  health  environments  along 
with  economically  viable  communities — $390  million  to  continue  the  Northwest  For- 
est Plan;  $99  million  for  the  South  Florida  Ecosystem  Restoration  Initiative;  and 
$70  million  in  joint  Federal-State  mandatory  spending  related  to  the  Restoration  of 
Prince  William  Sound. 

Climate  Change  Action  Plan:  The  budget  proposes  $336  million,  an  increase  of 
$104  million — 45  percent — to  fulfill  the  President's  commitment  to  reduce  green- 
house gas  emissions  to  1990  levels.  This  funding  is  designed  to  promote  a  public- 
private  partnership  rather  than  relying  on  command  and  control  mandates. 

Superfund:  In  each  of  the  past  3  years,  the  Superfund  program  has  cleaned  up 
more  sites  than  in  its  entire  first  decade.  The  budget  proposes  $1.8  billion  for 
Superfund,  a  $332  million  increase  over  1995. 

Investing  in  Science  and  Technology:  Investing  in  science  and  technology  is  the 
key  to  assuring  our  Nation's  economic  well-being  for  generations  to  come.  During 
the  Cold  War,  most  Federal  spending  on  research  and  development  [R&D]  was  de- 
fense-related. This  research  not  only  produced  the  most  advanced  military  tech- 
nology in  the  world,  but  the  most  technologically  advanced  economy  in  the  world. 
Today  we  face  a  no  less  serious  challenge  that  requires  us  to  improve  our  competi- 
tiveness through  a  balanced  mix  of  civilian  and  aefense,  public  and  private  R&D. 

NASA:  The  budget  proposes  $159  million  to  begin  research  to  produce  a  reusable 
space  vehicle.  This  continues  our  Nation's  leadership  in  space  exploration  and,  at 
the  same  time,  expands  the  opportunities  for  a  commercial  space  launch  market. 

ARPA/TRP:  The  Technology  Reinvestment  Project  implements  the  Defense  De- 
partment's dual  use  technology  strategy — a  critical  investment  in  transferrixig  tech- 
nology to  commercial  applications.  The  budget  proposes  $500  million  for  'TRP  in 
1996,  a  13-percent  increase  from  1995. 

NIST:  The  Commerce  Department's  National  Institute  of  Standards  and  Tech- 
nology has  two  core  programs — the  Advanced  Technology  Program  [ATP]  and  Manu- 
facturing Extension  Partnerships  [MEP].  The  budget  proposes  $491  million  in  1996 
for  ATP,  $60  million  more  than  1995,  and  $147  million  for  MEP,  a  $56  miUion  in- 
crease from  1995. 

NIH:  Proposed  funding  for  biomedical  research  is  $11.8  bUlion,  a  $468  million  in- 
crease from  1995.  This  4-percent  increase  includes  targeted  increases,  such  as  those 
for  HIV/AIDS-related  research,  breast  cancer  research,  minority  health  initiatives, 
prevention  research,  environmental  cancer  research,  and  gene  therapy. 

Continuing  the  Commitment  to  Health  Security:  The  President  remains  commit- 
ted to  reforms  that  will  guarantee  insurance  coverage  to  every  American  and  con- 
tain costs  for  individuals,  businesses,  and  Government. 

The  President  believes  Congress  can  and  should  address  the  unfairness  in  the  in- 
surance market;  make  coverage  affordable  for  and  available  to  children;  help  work- 
ers who  lose  their  jobs  keep  their  health  insurance;  level  the  playing  field  for  the 
self-employed  by  giving  them  the  kind  of  tax  treatment  other  businesses  enjoy;  and 
help  the  families  provide  long-term  care  for  a  sick  parent  or  a  disabled  child.  We 
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are  committed  to  working  with  Congress  to  achieve  these  objectives  and  put  Amer- 
ica on  the  road  to  health  security. 

At  the  same  time,  we  are  proposing  major  increases  for  high-priority  programs: 

Ryan  White  Act^-HIV/AIDS  Funding:  The  budget  proposes  $723  miUion  for  the 
Ryan  White  program,  which  provides  HIV/AIDS  treatment  services.  Since  this  Ad- 
ministration took  office,  funding  for  the  Ryan  White  program  has  increased  by  82 
percent.  Our  proposal  for  1996  will  more  than  double  Ryan  White  funding  since 
1993. 

Immunizations:  We  propose  $844  million  for  immunizations  in  1996  to  support 
the  purchase  of  more  vaccine  to  distribute  through  public  health  clinics  and  contin- 
ued improvements  in  infrastructure  to  enable  the  Childhood  Immunization  Program 
to  meet  its  goal  of  immunizing  90  percent  of  the  Nation's  children  by  the  year  2000. 

Special  Supplemental  Feeding  Program  for  Women,  Infants,  and  Children:  The 
budget  proposes  $3.8  billion  for  WIC,  which  will  raise  the  annual  average  WIC  par- 
ticipation levels  to  7.4  million  individuals,  up  from  5.9  million  in  1993. 

LONG-RUN  BUDGET  OUTLOOK 

This  budget  preserves  and  builds  upon  the  deficit  reductions  that  the  Administra- 
tion accomplished  in  its  first  2  years.  We  expect  the  deficit  to  drop  again  in  1995, 
this  time  to  $193  billion.  After  that,  it  will  fluctuate  in  a  narrow  range — rising  to 
$197  billion  in  1996  and  to  $213  billion  in  1997  (due  to  several  anomalies  in  the 
budget  numbers),  then  falling  to  $194  in  2000. 

More  importantly,  the  deficit  continues  to  decline  in  relation  to  GDP.  It  drops 
from  2.7  percent  of  GDP  in  1996  to  2.1  percent  in  2000.  By  this  measure,  the  deficit 
reaches  its  lowest  level  since  1979. 

Current  law  requires  that  the  President  submit  budget  estimates  through  2000. 
By  enacting  the  policy  proposals  in  the  budget,  however,  we  can  preserve  the  im- 
provement in  the  deficit  for  at  least  the  next  10  years.  Looking  beyond  the  year 
2000,  we  anticipate  rough  stability  in  the  dollar  amount  of  the  deficit  through  2005. 
As  a  share  of  GDP,  however,  the  deficit  likely  will  continue  its  gradual  decline,  fall- 
ing below  2  percent  early  in  the  next  decade. 

The  major  upward  pressure  on  the  deficit  continues  to  come  from  health  care.  Al- 
though the  reforms  enacted  in  the  President's  economic  program  and  administrative 
efforts  to  control  costs  have  helped,  the  projected  growth  of  Medicare  and  Medicaid 
spending  remains  very  high.  We  project  that  Medicare  will  grow  at  an  average  an- 
nual rate  of  9.1  percent  over  the  next  5  years,  and  that  Medicaid  will  grow  at  9.3 
percent. 

This  rapid  growth  comes  in  part  from  the  corresponding  rapid  growth  in  the  elder- 
ly population.  Medicare  benefits  go  primarily  to  the  elderly,  and  almost  70  percent 
of  Medicaid  spending  benefits  the  indigent  elderly,  blind,  and  disabled.  Thus,  the 
growth  rates  of  these  programs  are  not  surprising.  However,  at  those  rates,  ^fIedi- 
care  and  Medicaid  spending  will  double  every  8  years,  and  will  rise  from  3.4  percent 
of  GDP  in  the  year  just  ended  to  4.2  percent  by  2000  and  4.9  percent  by  2005.  The 
growth  in  all  Federal  health  programs,  of  which  Medicare  and  Medicaid  are  by  far 
the  largest,  accounts  for  almost  40  percent  of  the  total  increase  in  Federal  outlays 
between  now  and  the  year  2000. 

We  expect  the  number  of  people  participating  in  Medicare  and  Medicaid  to  in- 
crease, bringing  insurance  protection  to  some  of  our  most  vulnerable  citizens.  The 
Medicaid  population  will  grow  at  a  projected  average  annual  rate  of  3.8  percent  be- 
tween now  and  2000. 

But  this  expansion  in  covered  populations  explains  a  relatively  small  part  of  the 
increased  Federal  spending  for  Medicare  and  Medicaid — and  could  be  accommodated 
without  undue  pressure  on  the  deficit.  More  important,  from  a  fiscal  standpoint,  is 
that  Medicare  and  Medicaid  expenditures  per  beneficiary  keep  rising  faster  than  in- 
flation— indeed,  faster  than  inflation  plus  the  general  increase  in  real  per  capita 
GDP.  These  increases  in  health  care  costs  cannot  be  solved  in  isolation  from  reform 
of  the  broader  health  care  system. 

What  would  the  deficit  be  if  health  care  costs  did  not  rise  disproportionately?  If 
Medicare  and  Medicaid  expenditures  rose  to  accommodate  increases  in  the  bene- 
ficiary population,  but  the  per  capita  expenditures  were  limited  to  the  general  rate 
of  inflation  and  increase  in  per  capita  output,  the  deficit  would  fall  to  zero  by  2005. 

CONCLUSION 

This  budget  builds  on  the  President's  success  to  date  in  strengthening  the  econ- 
omy, investing  in  the  future,  projecting  American  leadership  around  the  world,  and 
making  Government  work  better. 
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It  will  reduce  the  deficit,  increase  investments  in  important  domestic  and  military 
programs,  cut  taxes  for  middle-income  Americans,  and  begin  a  serious,  cross-Gov- 
ernment examination  to  sort  out  Federal,  State,  and  local  responsibilities. 

We  look  forward  to  working  with  you,  Mr.  Chaiirman,  and  this  committee  on  these 
proposals. 

Chairman  Kasich.  Thank  you,  Dr.  RivUn. 

I  would  just  say  that  no  one  in  this  room  should  have  any  doubts 
about  the  fact  that  the  Republicans  are  going  to  be  different  this 
year.  We  are  going  to  take  these  groups  on.  We  have  a  number  of 
people  on  this  committee  that  want  to  do  it,  are  committed  to  it, 
and  I  suppose  we  could  spend  all  day  arguing  about  this  budget 
that  is  in  n  ont  of  us  and  I  wish  there  was  something  in  here  about 
welfare  reform.  I  wish  there  was  something  in  here  about  health 
care  reform.  There  is  nothing  in  any  of  those  areas.  There  is  noth- 
ing in  here  at  all.  But  I  have  to  give  some  other  people  a  chance 
to  have  their  say  today  and,  Mr.  Kolbe,  the  gentleman  from  Ari- 
zona. 

Mr.  KOLBE.  Thank  you,  Mr.  Chairman. 

Ms.  Rivlin,  we  have  a  phalanx  in  between  here,  but  we  know  we 
are  there 

Ms.  Rivlin.  Yes,  I  can  see  you. 

Mr.  Kolbe  [continuing].  Thank  you  very  much,  Dr.  Rivlin.  The 
Republicans  have  entitled  this  budget  "running  in  place,"  and  I 
think  for  obvious  reasons  because  it  really  does  run  in  place,  it 
does  not  make  any  effective  attempt  to  get  at  the  budget  deficit. 

Ms.  Rivlin,  I  want  to  quote  something  from  then-Governor  Clin- 
ton's book  when  he  was  candidate.  He  said  our  plan — talking  about 
what  they  were  going  to  do  the  strategy  for  change — our  plan  will 
cut  the  deficit  in  half  within  4  years  arid  assure  it  continues  to  fall 
each  year  after  that. 

Was  that  an  accurate  statement?  Today,  could  you  say  that  is  an 
accurate  statement? 

Ms.  RrvLiN.  It  depends  where  you  start  from. 

Mr.  Kolbe.  Well,  will  the  deficit  be  cut  in  half  during  the  course 
of  4  years? 

Ms.  Rivlin.  It  has  not  yet  been  cut  in  half  if  you  start  from  1992, 
when  the  deficit  was  $290  billion.  We  have  cut  the  deficit  by  rough- 
ly $100  billion  and  it  will  continue  to  decrease  in  relation  to  the 
economy. 

In  1992,  the  deficit  as  a  percentage  of  the  gross  domestic  product 
was  4.9  percent.  It  is  now  down  to  2.7  percent.  By  1998  it  will  be 
down  to  2.4  percent,  which  is  about  half  of  the  figure  we  started 
with. 

Mr.  Kolbe.  But  you  do  not  show  it  falling  each  year  thereafter. 
And  to  use  the  1992  budget,  which  was  adopted  in  1991,  long  be- 
fore there  was  an  election,  would  be  inaccurate.  So  falling  from 
even  the  1993  deficit,  you  have  not  reached  the  one-half. 

Ms.  RrvLiN.  You  cannot  expect  the  President,  when  he  was  run- 
ning in  1992,  to  have  predicted  what  the  1993  budget  deficit  would 
be. 

Mr.  Kolbe.  The  total  amount  added  to  the  debt  by  the  two  Presi- 
dents, based  on  your  estimation  for  two  budgets  done  and  two  esti- 
mates here,  actually  using  the  1993  through  1996,  you  would  add 
$847  billion  to  the  deficit,  the  Bush  administration  added  $933  bil- 
lion. So  it  is  less.  And  as  a  percentage,  it  is  certainly  less,  but  it 
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is  not  getting  us  to  a  balanced  budget.  And  I  think  what  is  disturb- 
ing is  that  the  years  thereafter  the  deficit  actually  begins  to  climb 
again. 

Let  me,  if  I  might,  turn  to  a  different  area.  I  want  to  put  up  an- 
other chart  which  I  think  illustrates  what  we  are  talking  about 
when  we  say  "running  in  place."  This  is  the  President's  budget 
path,  as  to  where  you  would  be  in  terms  of  deficits.  Here  is  where 
we  move  on  the  CBO  balanced  budget  path  toward  a  balanced 
budget.  And  we  do  not  have  anything  in  here  that  moves  us  in  that 
direction. 

Looking  at  your  terminations — and  we  are  going  to,  unlike  some 
past  years,  what  I  have  heard  from  some  in  the  then  majority 
party  say  that  President  Reagan's  or  President  Bush's  budgets 
were  dead  on  arrival,  we  do  not  believe  that  is  the  case  here.  We 
will  take  a  look  at  everything  that  is  in  the  President's  proposal 
and  there  are  some  very  good  ideas,  terminations  and  consolida- 
tions and  we  are  going  to  look  at  those  and  try  to  do  those,  but  we 
think  we  have  to  go  a  lot  further  than  that. 

Your  terminations,  actually  amount  to  a  termination  in  budget 
outlay  change  in  the  first  year  of  $1.9  billion  while  your  invest- 
ments, so-called  investments — which  I  think  is  a  euphemism  for 
budget  increases — in  the  first  year  have  a  $9.6  budget  authority  in- 
crease; is  that  not  correct? 

Ms.  RlVLlN.  The  terminations  are  in  small  programs.  They  do  not 
add  up  to  very  much.  It  is  an  illustration  of  the  fact  that  there  are 
a  large  number  of  small  programs.  However,  most  of  our  savings 
do  not  come  from  terminations.  They  come  from  reductions,  consoli- 
dations, and  restructurings  and  those  are  very  large  indeed. 

Mr.  KOLBE.  Just  reclaiming,  because  I  will  run  out  of  time  here. 
A  final  thought  here.  You  said  what  I  thought  was  a  very  revealing 
comment,  you  said  everyone  knows  we  are  for  welfare  reform.  But 
there  is  nothing  in  here.  There  is  no  suggestion  of  how  welfare  re- 
form or  any  other  entitlement  reform  would  help  us  solve  the  prob- 
lem. All  of  us  know,  everyone  in  this  room,  everyone  in  the  country, 
I  think,  understands  very  well  that  that  is  the  problem.  When  we 
have  mandatory  spending  that  now  assumes  over  two-thirds  of 
total  Federal  spenaing,  we  are  not  going  to  solve  it  and  when  we 
see  what  has  happened  with  discretionary  domestic  spending  and 
defense  spending,  how  little  it  has  gone  up,  we  will  not  solve  it  in 
those  areas.  We  have  to  do  something  more  than  cutting  out  waste 
and  the  misuse  of  funds,  but  we  are  not  going  to  do  it  until  we  get 
to  entitlement  spending. 

And  the  concern  I  think  that  we  have  on  this  Budget  Committee 
is  that  the  budget  is  totally  lacking,  is  sorely  lacking  in  doing  any- 
thing about  entitlement  reform  and  that  is  the  disappointment  we 
have.  We  are  not  going  to  solve  the  problem.  You  may  want  to  re- 
spond to  that.  My  time  is  up. 

Ms.  WOOLSEY.  Would  the  gentleman  yield? 

Mr.  KOLBE.  Let  me  see  if  Dr.  Rivlin  wanted  to  respond  to  that. 
I  don't  know  if  she  does. 

Ms.  Rivlin.  Yes,  I  want  to  respond  to  that.  I  do  not  think  it 
would  have  been  useful  to  restate  our  welfare  reform  proposal  in 
the  budget  since  we  are  in  the  middle  of  an  active  dialogue  not  only 
with  the  Congress,  but  with  States  and  localities  as  well.  We  had 
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a  very  lively  meeting  at  Blair  House  a  week  ago  Saturday  in  which 
we  talked  about  welfare  reform  with  Governors,  mayors,  and  Mem- 
bers of  Congress. 

There  is  no  doubt  that  we  are  for  welfare  reform.  We  have  had 
a  bill  on  the  subject  before  the  last  Congress.  But  welfare  reform 
is  not  the  solution  to  the  growth  of  entitlements.  If  we  are  going 
to  control  the  entitlements,  we  must,  as  the  President  has  said  fre- 
quently, focus  on  reforming  the  Nation's  health  care  system. 

Mr.  KOLBE.  Thank  you,  Mr.  Chairman, 

Chairman  Kasich.  Mr.  Sabo. 

Mr.  Sabo.  Thank  you,  Mr.  Chairman. 

I  listen  with  interest,  at  the  same  time  I  know  that  the  first  pri- 
ority of  this  new  Congress,  as  relates  to  the  budget,  is  to  make 
some  significant  amount  of  modifications  in  the  budget  to  pass  a 
tax  cut  geared  for  the  most  powerful  and  rich  in  this  society,  not 
to  reduce  the  deficit. 

I  am  curious  about  one  of  the  charts  you  had  up.  What  has  hap- 
pened with  Federal  employment?  Over  the  last  couple  of  years  I 
kept  hearing  regular  accusations  that  the  administration  had  bloat- 
ed the  Federal  bureaucracy. 

Ms.  RiVLiN.  Federal  employment  has  been  on  a  downward  track. 
Over  the  last  2  years  we  have  reduced  Federal  employment  by 
about  100,000  people,  and  will  have  cut  at  least  272,000  people 
from  the  Federal  work  force  by  the  end  of  the  decade.  The  restruc- 
turing proposals  we  are  now  working  on,  beyond  those  that  are  in 
the  budget,  will  probably  reduce  the  Federal  work  force  more. 

Mr.  Sabo.  Where  will  that  leave  Federal  employment  historically 
in  relationship  to  number  of  people? 

Ms.  RiVLiN.  The  reductions  will  leave  Federal  employment  at  the 
level  of  where  it  was  early  in  the  Kennedy  administration.  Federal 
employment  has  not  been  a  growth  industry.  It  is  remarkable  when 
you  think  about  it.  The  Federal  Grovemment  is  doing  a  lot  more 
things  than  it  did  30  years  ago,  and  yet  Federal  employment,  by 
the  end  of  this  decade,  will  be  at  a  point  below  where  it  was  in  the 
Kennedy  administration. 

Mr.  Sabo.  Two  years  ago  I  saw  an  analysis — I  do  not  think  it 
was  done  by  CBO  but  somebody  outside  of  the  government — which 
was  measuring  the  degree,  the  percentage,  the  part  of  the  Federsd 
budget  that  went  for  the  direct  purchase  of  goods  and  services  by 
the  Federal  Government  as  a  percentage  of  GDP.  As  I  recall,  that 
chart  showed  that  at  the  lowest  level  since  1948.  Do  you  do  any 
computations  like  that? 

Ms.  RiVLlN.  Yes  we  do.  the  figure  you  are  referring  to,  which 
comes  from  the  Commerce  Department,  shows  that  the  Federal 
Government's  direct  purchases  of  goods  and  services  as  a  percent- 
age of  GDP — when  measured  by  the  National  Income  and  Product 
Accounts — are  at  their  lowest  level  since  1948.  In  1994,  the  latest 
year  we  have  data  for,  it  was  6.5  percent  of  GDP. 

Mr.  Sabo.  If  you  have  that  somewhere  calculated,  I  would  like 
to  see  it  again. 

Ms.  RiVLlN.  We  can  certainly  supply  it. 

Mr.  Sabo.  It  was  informative  because  it  was  a  strong  indication 
that  the  role  of  the  Federal  GrOvemment,  as  a  direct  purchaser  of 
goods  and  services,  and  its  direct  impact  on  the  economy  in  that 
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fashion,  was  declining  substantially,  and  that,  substantially,  what 
we  did  was  transfer  funds  to  State  or  local  governments  or  to  indi- 
viduals. 

Ms.  RiVLlN.  That  is  true. 

Mr.  Sabo.  I  wish  you  well,  and  I  look  forward  to  working  with 
you.  Clearly,  we  need  to  make  reforms  in  health  care  to  bring  the 
deficit  down,  but,  again,  I  must  say  I  think  those  that  suggest  that 
we  should  do  those  reforms  in  health  care  to  pay  for  a  tax  cut  for 
the  rich  and  powerful  are  dead  wrong. 

Chairman  Kasich.  Mr.  Shays. 

Mr.  Shays.  Thank  you,  Ms.  Rivlin.  I  wanted  to  just  touch  very 
briefly  on  the  concept  of  where  we  are  headed  and  why  we  are 
avoiding  dealing  with  what  I  call  the  heavy  lifting.  I  view  this  as 
a  timid  budget,  I  view  it  as  no  heavy  lifting. 

I  think  the  administration  has  abrogated  its  responsibility  to 
lead  the  Congress,  and  I  think  that  we  are  very  willing  to  take  that 
challenge,  but  it  would  have  been,  I  think,  an  awesome  opportunity 
for  you  to  have  come  in  with  spending  cuts  to  the  budget,  because 
that  is  what  we  are  talking  about,  and  you  would  have  been  free 
for  the  most  part  from  any  criticism  on  this  side  of  the  aisle  be- 
cause you  would  have  been  in  partnership  with  what  we  and  the 
American  people  want  us  to  do. 

I  have  two  charts.  They  are  not  blown  up,  but  are  on  your  desk 
and  they  are  very  simple.  One  is  a  pie  chart  and  in  the  top  right- 
hand  comer  points  out  the  discretionary  spending  out  of  Appropria- 
tions Committee  is  36  percent;  entitlements  are  49  percent;  and  the 
interest  on  the  national  debt  is  15  percent.  Basically,  two-thirds  of 
the  budget  is  on  automatic  pilot.  The  administration  ignores  two- 
thirds  of  the  budget. 

This  bar  chart  shows  the  increases  that  are  taking  place  in  gov- 
ernment. We  know  Medicaid  is  going  up  over  10  percent,  almost 
11,  Medicare  has  gone  up  10.2  percent  annually.  We  know  other 
entitlements  have  gone  up  at  7.4  percent  interest,  on  the  national 
debt  up  5.7  percent.  These  top  four  of  five  bars  that  go  out  the  fur- 
thest, the  administration  has  totally  ignored.  And  in  the  bottom, 
the  lowest  increase  is  defense,  which  has  gone  up  less  than  a  per- 
cent annually,  international  which  is  going  up  almost  2  and  domes- 
tic up  2.2  percent. 

How  do  we  expect  to  get  our  financial  house  in  order  if  we  totally 
ignore  two-thirds  of  the  budget? 

And  then  the  last  question,  and  I  want  to  hear  your  response, 
from  your  own  budget  document,  our  national  debt  is — in  actual  it 
is  $4.6  trillion,  and  in  your  own  budget  document  it  is  $6.7  trillion. 
We  are  seeing  it  go  up  over  $2  trillion  in  your  own  budget  as  you 
presented  it  to  Congress.  How  can  we  justify  that  $2  trillion  in- 
crease? 

Ms.  RrvLlN.  On  the  first  point,  nobody  would  argue  with  the  pie 
chart.  It  is  in  our  budget.  Entitlement  spending  is  a  very  large 
fraction  of  the  budget.  It  is,  however,  preposterous  to  say  that  the 
Clinton  administration  has  ignored  entitlement  spending.  The 
President's  most  important  priority  last  year  was  working  with  the 
Congress  on  health  care  reform. 

Mr.  Shays.  It  is  not  in  this  budget.  It  is  ignored  in  this  budget. 
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Ms.  RiVLlN.  We  did  not  return  to  the  subject  of  health  care  re- 
form in  this  budget  because,  as  a  tactical  matter,  it  seemed  more 
advisable  to  work  with  the  Congress  on  a  next  step. 

Mr.  Shays.  In  this  budget,  where  do  you  have  entitlement  reduc- 
tions to  increase?  I  need  to  just  emphasize  we  are  still  saying  Medi- 
care and  Medicaid  can  go  up  but  not  at  10  percent.  Where  in  your 
budget  do  you  slow  the  growth  of  Medicare  and  Medicaid? 

Ms.  RiVLlN.  We  do  not  have  Medicare  or  Medicaid  cuts  in  this 
budget. 

Mr.  Shays.  Well,  then,  you  do 

Ms.  RiVLlN.  Can  I  finish  the  sentence? 

Mr.  Shays.  Yes,  ma'am. 

Ms.  RrvLlN.  The  President  does  not  believe  that  Medicare  cuts 
should  be  used  to  pay  for  a  tax  cut.  We  did  not  include  Medicare 
cuts  in  this  budget  because  we  would  be  strongly  opposed  to  using 
them  to  pay  for  tax  cuts.  But  that  does  not  mean  Medicare  should 
not  be  addressed  as  part  of  overall  health  care  reform.  It  should. 

Mr.  Shays.  You  did  not  have  any  Medicare — you  did  not  slow  the 
growth  in  Medicare  in  your  budget.  You  did  not  slow  the  growth 
of  Medicare,  Medicaid.  Did  you  slow  the  growth  of  any  other  enti- 
tlement in  your  budget? 

Ms.  RiVLlN.  There  are  some  mandatory  cuts,  but  it  is  sort  of  a 
definitional  question  of  what  is  a  mandatory  cut.  The  preponder- 
ance of  our  savings  come  from  discretionary  cuts. 

Mr.  Shays.  Your  answer  to  me  as  to  why  you  chose  not  to  have 
any  entitlement  cuts,  particularly  in  Medicare  and  Medicaid,  to  the 
increase,  is  that  you  did  not  want  to  fund  any  tax  reduction.  You 
and  I  could  have  actually  an  agreement  on  that.  The  question  I 
propose  to  you  is  why  did  you  not  propose  reducing  the  increase  in 
Medicare  and  Medicaid  to  help  bring  the  deficit  down? 

Ms.  RiVLlN.  Because  we  think  that  reforming  Medicare  and  Med- 
icaid has  to  be  part  of  a  wider  health  care  reform  discussion.  We 
want  to  talk  about  health  care  reform  as  a  package.  The  President 
is  eager  to  do  that.  We  need  to  take  the  next  steps  on  health  care 
reform,  both  on  ensuring  wider  coverage  and  on  controlling  the 
costs  in  the  public  and  private  sectors. 

Mr.  Shays.  And  he  has  presented  that  plan  to  us. 

Ms.  RiVLiN.  Not  yet.  The  President  wants  to  work  with  the  Con- 
gress on  fashioning  a  plan. 

Chairman  Kasich.  Mr.  Stenholm. 

Mr.  Stenholm.  Thank  you,  Mr.  Chairman. 

Let  the  record  show  I,  too,  am  disappointed  that  the  President's 
budget  did  not  do  more,  but  I  understand  why  he  did  not  do  more. 
As  one  also  who  has  been  beaten  up  considerably  over  the  last  2 
years  for  doing  something  about  the  deficit  that  did  not  find  favor 
with  all  of  the  people,  I  understand  why.  And,  Mr.  Chairman,  I 
wanted  to  say  in  your  opening  remarks  to  cheer  up,  this  is  not  the 
end,  this  is  the  beginning,  and  then — he  is  standing  right  there. 
This  is  the  beginning  and  this  is  one  member  of  this  committee 
that  looks  forward  to  hearing  what  you  have  to  propose  as  to  how 
you  will,  in  fact,  deal  with  the  deficit  in  doing  more,  and  giving 
much  more  help  in  coming  up  to  that  solution  than  what  we  have 
been  used  to  on  this  side. 


20 

You  know,  71  percent  of  us  on  this  committee  voted  for  a  bal- 
anced budget  amendment.  That  means  71  percent  of  us,  all  of  my 
Republican  colleagues  and  six  of  my  Democratic  colleagues  voted  to 
balance  the  budget  by  the  year  2002,  and,  therefore,  to  maintain 
credibility,  I  believe,  we  have  to  put  that  kind  of  a  plan  in  place. 
And  I  am  dedicated  to  working  with  you  to  do  that. 

I  would  be  critical  today  of  the  President's  proposal  of  a  $52  bil- 
lion tax  cut.  I  will  be  four  times  more  critical  if  you  come  forward 
with  a  $200  billion  tax  cut,  because  I  believe  those  among  us  who 
are  concerned  about  growth,  job  production  in  this  country,  those 
who  say  that  there  are  three  things  we  need  to  do,  one  is  to  im- 
prove education;  two  is  to  increase  trade;  and,  three  is  to  reduce 
our  deficit.  This  committee's  responsibility  is  to  work  on  reducing 
the  deficit. 

And  this  is  one  member,  Mr.  Chairman,  when  we  talk  about  why 
we  do  not  have  welfare  and  health  care,  I  understand.  My  good- 
ness, we  beat  the  thunder  out  of  the  President  on  his  health  care 
plan  last  year,  bipartisanly,  because  we  did  not  like  it. 

Now,  it  is  up  to  us  to  come  forward  with  a  constructive  alter- 
native. And  I  will  say  to  you  everything  is  on  the  table  as  far  as 
I  am  concerned:  entitlements,  Social  Security  must  be  on  the  table 
eventually.  Not  for  purposes  of  spending  the  trust  fund  on  other 
programs,  but  for  purposes  of  building  the  trust  fund  for  future 
generations.  And  I  am  going  to  convey  that  message  to  my  Demo- 
cratic colleagues  in  the  Senate,  hoping  to  get  them  off  of  the  opposi- 
tion of  the  balanced  budget  amendment,  as  strongly  as  I  can. 

But  it  seems  to  me  that  right  now  we  ought  to  be  rolling  up  our 
sleeves  and  getting  ready  to  go  to  work,  which  I  know  you  are 
doing,  Mr.  Chairman,  and  I  hope  nothing  that  I  am  saying  is  taken 
critically  on  anyone  except  all  42  of  us  on  this  committee.  If  we  are 
going  to  be  complaining  about  what  the  President  has  proposed,  we 
are  going  to  have  to  come  up  with  constructive  alternatives  and 
that  is  going  to  be  very,  very  difficult  and  all  of  us  know  that. 

I  just  say  my  one  comment,  and  I  want  to  repeat  that,  I  person- 
ally, when  I  say  everything  is  on  the  table,  I  guess  I  almost  have 
to  correct  myself  in  saying  I  do  not  believe  that  we  can  afford  tax 
cuts  at  this  time,  whether  it  is  the  President's  budget  or  whether 
it  is  what  I  hear  is  going  to  be  coming  from  your  side.  Maybe  you 
can  show  me  how  we  can,  in  fact,  pay  for  those  and  get  the  budget 
balanced  by  the  year  2002,  and  when  you  do,  if  you  do,  you  are 
going  to  find  a  lot  of  support  from  this  member  as  to  how  to  do  it. 

But  in  the  meantime,  I  would  encourage  you,  and  Ms.  Rivlin, 
since  you  are  here  to  testify,  I  wish  you  had  not  come  up  with  a 
tax  cut  in  this  proposal,  because  I  think  I  would  have  liked  to  have 
seen  the  deficit  coming  down  a  little  bit  more. 

Chairman  Kasich.  Would  the  gentleman  yield? 

Mr.  Stenholm.  Be  happy  to  yield. 

Chairman  Kasich.  The  gentleman  should  understand  that  even 
with  the  $200  billion  tax  cut,  in  order  to  get  to  a  balanced  budget 
over  the  next  7  years,  the  Federal  Government  would  still  have  a 
$2  trillion  increase  in  spending  over  what  we  had  in  the  previous 
7  years.  And  what  we  would  have  to  do  is  to  fight  off  the  special 
interest  groups  in  order  to  cut  a  total  of  $1  trillion  in  anticipated 
spending. 
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We  are  going  to  go  up  $2  trillion,  and  the  problem,  Charlie,  is 
that  people  in  this  Congress,  they  cannot  figure  out  how  to  live 
with  $2  trillion.  What  will  defeat  us  will  not  be  policy,  what  will 
defeat  us  will  be  politics.  We  are  not  going  to  be  defeated,  we  are 
not  going  to  be  defeated  but  imagine  that,  down  in  Texas  you  tell 
them  we  only  have  $2  trillion  more  to  spend. 

So  I  say  to  the  gentleman,  it  will  be  tough,  obviously,  but  not 
from  a  policy  point  of  view,  from  a  political  point  of  view. 

Mr.  Hobson,  the  gentleman  from  Ohio. 

Mr,  Hobson.  Thank  you,  Mr.  Chairman. 

Doctor,  you  have  a  tough  job,  I  think,  trying  to  defend  something 
you  have  little  control  over. 

I  want  to  go  to  something  less  than  the  big  picture,  but  it  affects 
the  big  picture.  It  is  these  little  things  that  tend  to  bother  me  that 
kind  of  grow,  and  we  plant  seeds. 

I  want  to  mention  the  Vaccine  for  Children  program  as  an  exam- 
ple of  politics  being  more  expensive  than  smart  policy.  This  pro- 
gram does  less  with  more.  Prior  to  the  administration's  vaccine  for 
children  program,  vaccines  were  already  available  and  free  to  lower 
income  children  through  Medicaid  and  other  public  health  pro- 
grams. These  programs  had  a  90-percent  vaccination  rate.  To  get 
the  additional  10  percent,  which  I  agreed  with,  your  administration 
spent  $500  million  more  to  create  a  program  that  might  actually 
restrict  access  to  vaccines. 

In  my  State  alone,  of  Ohio,  and  the  chairman's  State,  access  to 
vaccines  for  underinsured  children  was  limited  to  federally  quali- 
fied health  centers,  which  only  exist  frankly  in  22  of  Ohio's  88 
counties.  Access  to  vaccines  could  be  cut  back  in  the  other  66  coun- 
ties; 8  of  these  counties  happen  to  be  in  my  district. 

My  question  to  you  is  are  you  planning  to  rethink  this  program 
and  whether  or  not  it  is  counterproductive  to  your  original 
thoughts  of  getting  vaccines  to  more  children? 

Ms.  RiVLlN.  The  problem  we  were  faced  with,  as  you  know,  is 
that  despite  many  efforts  in  the  past,  we  actually  had  large  num- 
bers of  children  who  were  not  getting  vaccinations.  Not  all  of  those 
children  were  poor.  Many  of  them  were  victims  of  the  private  sys- 
tem that  was  not  functioning  to  get  those  inoculations  done. 

We  mounted  a  serious  program  to  ensure  that  all  children  get 
the  requisite  inoculations,  not  just  when  they  get  to  school,  which 
was  happening  anyway,  but  in  the  preschool  years.  We  will  be  con- 
tinuously evaluating  this  program  but  we  think  the  statistics  show 
that  we  have  made  considerable  progress. 

Mr.  Hobson.  I  would  disagree  with  you  on  that  and  hope  you 
would  look  at  it,  because  I  can  tell  you  in  66  counties  in  the  State 
of  Ohio,  you  can  have  a  real  problem.  That  does  not  come  from  me, 
that  comes  from  the  directors  of  departments  of  health  and  the 
health  service  within  those  areas. 

Let  me  go  on  to  another  question.  Last  week  in  the  hearing  room 
at  this  time  I  was  talking  to  Robert  Reischauer  about  Medicare  and 
Medicaid  spending.  Your  budget  predicts  Medicare  spending  in  the 
year  2000  will  be  72  percent  higher  than  it  was  in  1994,  and  Medi- 
care spending  over  the  next  5  years  will  total  $1.2  trillion.  That  is 
trillion  not  billion. 
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Secretary  Reischauer  agreed  with  me  that  unless  we  enact  seri- 
ous reform,  the  Medicare  hospital  trust  fund  will  go  bankrupt.  I  do 
not  see  anything  in  your  proposal.  Your  budget  contains  no  policies 
to  ensure  the  long-term  solvency  of  the  trust  fund.  Would  it  be  your 
recommendation  that  payroll  taxes  be  increased  to  keep  the  fund 
in  balance;  and,  if  so,  how  much  would  they  have  to  be  increased 
in  order  to  do  that? 

What  is  your  proposal  on  this? 

Ms.  RiVLlN.  The  budget  does  not  have  a  proposal  for  ensuring  the 
long-term  solvency  of  the  Medicare  trust  fund.  This  budget  also 
does  not  contain  any  Medicare  cuts.  We  recognize  that  health  care 
spending,  especially  Medicare  spending,  is  rising  very  rapidly.  The 
projected  growth  rates  for  Medicare  and  Medicaid  costs  are  not  ris- 
ing quite  as  rapidly  as  they  were,  but  that  is  only  modest  good 
news.  They  are  still  rising  very  rapidly. 

Without  action  by  the  administration  and  Congress,  the  Medi- 
care trust  fund  is  scheduled  to  run  out  of  money  in  2001,  according 
to  last  April's  report  of  the  trustees  of  the  HI  trust  fund.  We  must 
address  that  problem  on  a  bipartisan  basis.  But  the  administration 
believes  it  should  be  addressed  in  the  context  of  overall  health  care 
reform. 

Mr.  HOBSON.  So  you  are  giving  us  no  proposal  for  the  solvency 
problem? 

Ms.  RiVLlN.  We  are  not  giving  you  a  proposal  in  this  budget.  We 
want  to  work  with  you  on  formulating  one. 

Mr.  HoBSON.  Well,  I  wish  you  would,  one,  give  us  a  proposal  and, 
two,  work  with  us. 

Ms.  RiVLlN.  We  will. 

Mr.  HoBSON.  Thank  you,  Mr.  Chairman. 

Chairman  Kasich.  Mr.  Coyne. 

Mr.  Coyne.  Thank  you,  Mr.  Chairman. 

Director  Rivlin,  I  am  up  here.  We  have  heard  an  awful  lot  of  crit- 
icism of  the  administration  for  not  cutting  the  deficit  even  further 
than  this  budget  proposes.  I  wonder  if  you  could  just  illustrate  for 
us  what  kind  of  cuts  and  spending  reductions  would  have  to  take 
place  if  we  were  to  implement  the  tax  cuts  or  accept  the  tax  cuts 
that  are  a  part  of  the  Contract  With  America. 

Ms.  RiVLlN.  If  you  were  to  accept  what  we  understand  to  be  the 
tax  cuts  in  the  Contract  With  America,  and  get  to  balance  by  2002, 
you  would  have  to  enact  roughly  $1.3  trillion  in  cuts.  If  you  were 
to  exempt  defense.  Social  Security  and  Medicare,  for  example,  you 
would  have  to  cut  everything  else  by  at  least  one-third. 

Mr.  Coyne.  Well,  thank  you.  We  have  also  heard  an  awful  lot  of 
criticism  of  the  administration  for  not  getting  the  deficit  below  the 
$190  billion  level,  and  of  course  you  stated  in  your  testimony  here 
today  that  really  the  better  standard  for  measuring  deficit  reduc- 
tion is  as  a  percentage  of  the  gross  domestic  product  as  opposed  to 
just  a  given  figure. 

Why  is  that  a  better  way  of  measuring  deficit  reduction  than  just 
a  dollar  figure? 

Ms.  Rivlin.  It  is  a  better  barometer  for  measuring  deficit  reduc- 
tion because  the  size  of  the  economy  makes  a  difference.  If  someone 
were  to  say  who  has  a  bigger  deficit,  the  United  States  or  Belgium, 
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I  think  everyone  would  immediately  say  that  is  a  silly  question.  It 
depends  on  the  size  of  the  economy. 

The  burden  of  the  deficit,  or  the  debt,  has  to  be  related  to  what 
we  produce.  We  had  a  high  debt  burden  in  relation  to  the  economy 
at  the  end  of  World  War  II.  The  debt  was  actually  larger  than  the 
gross  domestic  product.  But  we  grew  the  economy  rapidly  for  the 
next  30  years.  While  the  debt  did  not  decrease  in  dollar  terms,  it 
became  less  important  because  it  shrank  from  100  percent  of  the 
GDP  down  to  less  than  half.  The  debt  as  a  percentage  of  GDP  did 
not  start  rising  again  until  the  1980's. 

A  deficit  is  out  of  control  if  it  is  growing  faster  than  the  economy 
is  growing.  And  if  the  debt  is  growing  faster  than  the  economy  is 
growing,  that  is  not  sustainable.  When  the  Clinton  administration 
came  into  office,  both  the  deficit  and  the  debt  were  growing  f£ister 
than  the  economy.  Today,  that  is  no  longer  the  case.  The  deficit  is 
under  control  and  the  debt  is  not  as  big  a  burden  because  it  is  not 
growing  as  fast  as  the  economy. 

But  that  is  not  enough.  We  would  like  to  see  the  debt  grow  even 
less.  But  clearly  the  situation  is  not  as  serious  as  it  was  when  we 
came  into  office. 

Mr.  Coyne.  Thank  you,  very  much. 

Chairman  Kasich.  Gentleman  yields  back  his  time. 

Mr.  Coyne.  Yes. 

Chairman  Kasich.  Gentleman  from  Texas,  Mr.  Smith. 

Mr.  Smith  of  Texas.  Thank  you,  Mr.  Chairman. 

Director  Rivlin,  as  a  Presidential  candidate,  Mr.  Clinton  prom- 
ised he  would  balance  the  budget.  After  he  was  elected  he  said  he 
would  cut  the  budget  deficit  in  half  Now  we  see  at  best  he  will  cut 
it  by  only  a  third.  There  just  seems  to  me  to  be  a  continuing  con- 
flict between  the  administration's  words  and  their  actions. 

What  I  would  like  to  do  is  read  to  you  an  excerpt  from  an  article 
from  the  Washington  Post  3  days  ago  which  is  headlined  "New 
Budget  to  Continue  Deficits."  The  paragraph  reads  as  follows: 

In  formulating  his  budget,  Clinton  and  his  White  House  team  turned  aside  an  ar- 
gument by  Rivlin  who  urged  in  meetings  and  memos  that  to  maintain  his  credibility 
Clinton  was  obliged  to  produce  a  budget  showing  a  deficit  shrinking  steadily  to  the 
year  2000,  but  Rivlin  waged  the  battle  virtually  aJone. 

Now  while  I  am  glad  you  attempted  to  wage  the  battle,  my  ques- 
tion is  why  did  you  feel  that  the  President's  credibility  was  going 
to  suffer  if  he  did  not  propose  continuing  reductions  in  the  deficit 
to  the  year  2000? 

Ms.  Rivlin.  I  am  not  going  to  comment  on  who  said  what  to 
whom  in  internal  meetings.  I  believe  that  the  Clinton  administra- 
tion's record  on  deficit  reduction  is  one  that  we  can  be  very  proud 
of  It  is  not  the  administration's  only  goal,  however. 

We  believe  that  average  Americans  have  not  shared  in  the  robust 
recovery  the  Clinton  economic  plan  has  produced.  We  are  worried 
about  average  Americans  and  that  is  why  this  budget  focuses  on 
investing  in  education  and  training,  and  offers  tax  cuts  that  will 
not  only  give  relief  to  working  families,  but  will  also  help  them  pay 
for  the  training  they  need  to  get  better  jobs  in  the  future. 

Mr.  Smith  of  Texas.  Director  Rivlin,  my  point  is  I  would  like  to 
see  the  President  keep  his  promises  and  I  would  like  to  see  you  win 
your  battles  and  I  hope  you  have  more  company  the  next  time,  be- 
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cause  I  agree  with  what  the  article  said  regardless  of  whether  or 
not  you  want  to  speculate  on  it,  that  the  President  has  hurt  his 
credibility  by  not  keeping  his  promises  and  not  continuing  to  pro- 
pose reduction  in  the  deficit. 

Ms.  RrvLlN.  One  of  the  things  that 

Mr.  Smith  of  Texas.  Let  me  go  to  my  next  question  and  that  is, 
what  is  going  to  be  the  impact  on  the  economy  of  these  continuing 
$200  billion  deficits?  And,  specifically,  what  is  going  to  be  the  im- 
pact on  the  economy  as  far  as  interest  rates  go,  and  as  far  as  the 
amount  in  interest  pa3nnents  that  we  pay  on  the  now  increasingly 
large  debts? 

Ms.  RrvLlN.  Interest  pajrments  are  a  substantial  fraction,  about 
16  percent  of  the  budget.  We  all  wish  that  were  lower. 

Mr.  Smith  of  Texas.  But  my  question  is  what  is  the  impact  of 
the  $200  billion  deficit  for  the  foreseeable  future,  and  then  going 
up,  going  to  have  on  the  interest  on  the  debt  and  on  the  interest 
rates  themselves,  which,  as  you  and  I  know,  affects  every  single 
American?  Because  as  the  interest  rates  go  up,  it  makes  it  harder 
to  start  a  business,  it  makes  it  harder  do  get  loans  for  college,  it 
makes  it  harder  to  purchase  a  home  and  so  forth.  What  is  the  im- 
pact of  a  $200  billion  deficit  going  to  have  on  the  interest  rates  and 
on  the  interest  on  the  debt? 

Ms.  RrvLlN.  Interest  rates  respond  to  a  variety  of  factors.  But 
when  the  demand  for  funds  is  rising,  whether  the  demand  comes 
from  the  government  borrowing  or  private  sector  borrowing,  there 
tends  to  be  upward  pressure  on  interest  rates. 

Mr.  Smith  of  Texas.  Dr.  Rivlin,  is  the  impact  of  these  $200  bil- 
lion deficits  not  going  to  increase  the  interest  rates;  and  isn't  it 
going  to  be  to  increase  the  amount  we  pay  in  interest  on  the  debt? 
That  is  a  straightforward  question.  I  hope  you  can  give  a  straight- 
forward answer. 

Ms.  Rivlin.  Yes,  other  things  being  equal,  interest  rates  are 
higher  if  the  government  is  borrowing  more.  We  are  all  concerned 
about  the  burden  of  the  debt  service,  which  is  high. 

Mr.  Smith  of  Texas.  Again,  my  point  is  that  interest  rates  are 
going  to  go  up.  I  have  time  for  one  more  brief  question.  I  hope  you 
can  answer  it  quickly,  as  well.  In  the  budget  and  in  your  testimony 
you  talk  about  a  border  crossing  fee  that  is  going  to  help  pay  for 
the  border  security  initiative.  If  Congress  does  not  pass  a  border 
crossing  fee  and  I  think  it  is  too  controversial  to  pass,  is  the  admin- 
istration going  to  find  other  ways  to  pay  for  their  border  security 
initiative? 

Ms.  Rivlin.  Well,  that  is  one  of  the  things  we  will  have  to  work 
out  with  the  Congress.  We  think  border  security  is  very  important. 
Facilitating  the  legal  crossing  of  the  border  is  also  important.  The 
border  crossing  fee  is,  in  large  part,  a  response  to  the  fact  that  we 
now  have  more  traffic  across  the  border.  Drivers  of  trucks  and 
other  vehicles  are  experiencing  long  delays.  We  want  to  modernize 
the  crossing  points.  This  user  fee  is  a  way  of  paying  for  it. 

Mr.  Smith  of  Texas.  Thank  you. 

Mr.  HOBSON  [presiding].  Time  of  the  gentleman  has  expired. 

Grentleman  from  Utah,  Mr.  Orton. 

Mr.  Orton.  Thank  you,  Mr.  Chairman. 
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Dr.  Rivlin,  I  am  over  here  on  your  far  right,  perhaps  politically 
as  well  as  literally,  but  welcome. 

It  is  a  pleasure  to  have  you  here.  I,  along  with  many  of  my  col- 
leagues in  both  parties,  have  in  fact  voted  for  and  been  pushing  for 
a  balanced  budget  by  the  year  2002,  and  do  not  believe  that  the 
status  quo  is  acceptable.  We  cannot  continue  with  $200  billion  defi- 
cits as  far  into  the  future  as  we  can  see. 

I  also  associate  myself  with  the  comments  of  Mr.  Stenholm. 
There  are  many  of  us  here  who  voted  against  the  President's  tax 
increase  a  couple  of  years  ago,  saying  that  what  we  have  to  do  is 
cut  spending  first.  I  think  many  of  us  also  are  opposed  to  tax  de- 
creases, saying  we  still  do  not  get  it,  we  have  to  cut  spending  first. 

I  would  encourage  the  President  to  continue  looking  at  that.  I 
understand  the  pressure  to  offer  tax  decreases.  But  if  we  are  really 
going  to  deal  with  that  line  up  there  and  get  beyond  $200  billion 
per  year  deficits,  we  have  to  cut  spending.  Where  do  you  do  it? 

John  Dillinger  was  once  asked,  why  do  you  rob  banks?  He  said 
because  that  is  where  the  money  is.  If  you  are  going  to  cut  spend- 
ing, you  have  to  go  where  the  money  is  spent.  Clearly,  what  you 
are  doing  and  have  been  doing  is  working  in  the  discretionary  area, 
extending  the  caps,  extending  the  freeze  on  discretionary  spending. 
I  favor  that.  I  favor  making  the  cuts  through  elimination  and  con- 
solidation of  many  of  the  programs.  But  as  we  all  know,  that  is  not 
enough. 

The  real  increase  in  this  deficit,  as  we  all  know,  is  coming  from 
entitlement  spending.  Mr.  Kolbe  was  absolutely  correct  in  pointing 
out  that  the  most  rapid  growth  in  this  budget  is  in  Medicaid  and 
Medicare.  If  we  coula  keep  the  growth  in  Medicaid  and  Medicare 
spending  to  the  growth  in  the  population,  plus  inflation,  we  could 
get  very  near  to,  if  not  actually  balancing,  the  budget  by  the  year 
2002.  That  has  to  be  our  goal. 

As  I  understand  it,  there  are  really  two  basic  approaches  we 
could  take  in  dealing  with  lowering  the  cost  of  health  care.  One  ap- 
proach would  be  simply  to  lower  spending  caps,  to  set  limits  and 
say  you  cannot  spend  more  than  this  amount  in  this,  this,  this,  and 
this  year,  and  artificially  try  to  ratchet  it  down  by  trying  to  set  lim- 
its. 

The  other  approach  would  be  through  systemic  reform,  which 
could  include  comprehensive  health  care  reform,  as  the  President 
has  indicated.  It  could  also  include  more  targeted  reform,  as  many 
of  us  have  suggested — with  trying  to  deal  with  means  testing  of 
part  B,  trying  to  deal  with  changing  the  way  Medicare  and  Medic- 
aid is  provided,  and  so  on. 

I  certainly  understand  why  the  President  is  backing  off  now  and 
sa3dng  this  is  the  budget  you  get  if  we  do  not  change  health  care, 
I  understand  him  saying  to  the  Congress,  "I  came  up  with  a  pro- 
posal, you  did  not  like  it,  now  you  tell  us  what  to  do."  But  has 
0MB  taken  a  look  at  those  two  different  approaches?  And  can  you 
tell  us  the  effectiveness  of  either  of  those  approaches  and  the  col- 
lateral impact  on  other  parts  of  the  budget  by  those  two  ap- 
proaches; either  just  ratcheting-down  spending  through  caps  or 
through  systemic  reform? 

Ms.  RrvLiN.  Well,  ratcheting-down  spending  through  caps  is  not 
really  an  option.  At  some  point  you  have  to  decide  how  to  meet  the 
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cap  and  what  specific  changes  you  are  going  to  make  to  get  under 
the  cap.  A  cap  sounds  easy,  but  it  is  not.  The  cap  implies  that  at 
some  point  something  is  legislated  that  will  get  the  programs 
under  the  caps. 

We  have  looked  at  caps — and  we  have  also  looked  at  what  real 
reforms  would  be  and  are  ready  to  work  with  the  Congress  on  it. 

But  your  point  gives  me  a  chance  to  refer  to  my  favorite  chart 
in  the  budget,  on  page  42,  which  shows  that  on  the  path  we  are 
on,  the  budget  will  not  be  in  balance  even  by  2005.  On  our  current 
path,  the  deficit  will  be  under  2  percent  of  GDP  by  2005.  But  if  we 
could  keep  health  care  spending  from  growing  faster  than  the  econ- 
omy as  a  whole  is  growing,  faster  than  the  nominal  GDP,  we  would 
have  balance  before  2003. 

Mr.  Orton.  Thank  you,  Mr.  Chairman. 

Chairman  Kasich.  Thank  you,  Mr.  Orton. 

Mr.  Walker. 

Mr.  Walker.  We  have  heard  a  lot  this  morning  about  the  fact 
that  the  President's  package  of  last  year  was  his  deficit  reduction 
package,  and  that  we  do  not  need  to  go  any  further  than  that.  If 
I  compare  last  year's  budget  with  this  year's  budget,  somehow  you 
have  lost  $75  billion  out  of  that  package  in  1  year.  I  look  at  the 
years  1995,  1996,  1997,  1998,  and  1999,  and  go  back  to  last  year's 
budget,  and  when  I  add  up  the  figures  I  find  out  that  somewhere 
the  $75  billion  that  you  projected  last  year  of  deficit  savings  is 
gone. 

And  that  would  mean  that  15  percent  of  the  entire  budget  pack- 
age of  last  year  has  been  lost  somewhere.  Can  you  tell  me  where 
we  lost  it? 

Ms.  RrvLiN.  Yes,  that  is  very  easy.  Interest  rates  went  up.  Be- 
cause of  what  has  happened  to  interest  rates  in  the  past  year,  the 
interest  rate  projection  is  higher  in  this  year's  budget  than  last 
year's  budget. 

Mr.  Walker.  So  the  President's  $500  billion  reduction  package 
of  last  year  no  longer  exists.  It  is  now  a  $425  billion  deficit  reduc- 
tion. 

Ms.  RiVLiN.  Not  at  all.  We  have  actually  done  better  than  the 
$505  billion  we  thought  we  would  get  in  deficit  reduction,  even 
with  the  recent  increase  in  interest  rates.  We  are  now  estimating 
that  the  reductions  from  the  original  package  over  the  5-year  pe- 
riod would  be  $616  billion  in  deficit  reduction  from  the  baseline,  as 
opposed  to  $505  billion.  Before  the  interest  rate  increase,  we  would 
have  estimated  roughly  $700  billion  in  deficit  reduction;  that  is 
where  your  $75  billion  has  been  lost. 

Mr.  Walker.  But,  wait.  When  you  get  into  the  out  years,  what 
you  have  done  is  you  have  all  of  a  sudden  come  up  with  numbers 
in  the  out  years  that  show,  in  fact,  the  deficit  starts  going  down 
again,  when,  in  fact,  all  the  numbers  that  are  very  real  show  the 
deficit  going  up  enormously  in  1996,  1997,  it  goes  up  by  $23  billion 
and  $33  billion  compared  to  what  you  had  predicted  last  year. 

So  it  seems  to  me  that  the  only  way  you  are  coming  up  with  that 
$616  is  by  using  out  year  numbers  that  no  one  can  confirm. 

Ms.  RiVLlN.  No,  not  at  all.  The  deficit  has  already  fallen.  The  5 
years  in  question  have  already  started.  We  have  had  actual  deficit 
cuts  over  the  last  several  years. 


27 

Mr.  Walker.  And  in  1995  you — in  last  year's  budget,  you  pre- 
dicted in  1995  you  would  have  $176  billion  in  deficit.  Now  you  are 
saying  that  will  be  $192. 

Ms.  RrvLlN.  I  am  telling  you  why. 

Mr.  Walker.  In  1996,  you  said  it  would  be  $173  billion,  now  you 
are  saying  it  will  be  $213  billion. 

Ms.  RiVLlN.  OK. 

Mr.  Walker.  That  does  not  sound  like  it  is  going  down.  It  sounds 
like  it  is  going  up  to  me. 

Ms.  RiVLiN.  You  wanted  to  know  the  reason  for  the  change  in 
projections  between  the  2  years.  The  answer  is  that  spending  has 
not  changed.  There  have  been  ups  and  downs,  but,  on  balance,  it 
has  been  a  wash.  Although  revenues  are  slightly  higher  than  what 
we  predicted,  interest  rates  are  also  higher.  That  accounts  for  the 
difference. 

Mr.  Walker.  In  1996,  according  to  your  budget  numbers,  com- 
pared to  last  year,  you  are  up  in  outlays  $28  billion  compared  to 
what  you  said  last  year,  which  accounts  for  most  of  the  increase 
in  the  deficit  numbers. 

Ms.  RiVLlN.  That  includes  the  interest  outlays. 

Mr.  Walker.  Well,  interest  rates  are,  in  fact,  a  part  of  all  this 
and  a  part  of  your  economic  program. 

Ms.  RrvLlN.  I  am  not  sure  what  we  are  arguing  about.  It  is  cer- 
tainly true  the  deficit  estimate  has  gone  up.  I  am  giving  you  an  ex- 
planation of  why  it  happened. 

Mr.  Walker.  And  so,  I  come  back  to  my  point,  that,  in  fact,  the 
$500  billion  package  has  become  less  than  that  according  to  your 
numbers. 

Ms.  RiVLlN.  No,  it  has  not.  The  deficit  reduction  package  has  be- 
come more  than  that,  and  it  would  have  been  worth  even  more  if 
we  didn't  have  the  increase  in  interest  rates. 

Mr.  Walker.  I  believe  this  is  a  perfect  example  that  tax  in- 
creases do  not  work. 

Chairman  Kasich.  Mr.  Pomeroy. 

Mr.  Browder. 

Mr.  Browder.  Mr.  Chairman,  I  am  sorry. 

Dr.  Rivlin,  first  let  me  thank  you  for  your  voice  for  deficit  reduc- 
tion in  the  administration,  and  I  am  not  going  to  beat  up  on  the 
President's  budget  a  lot,  other  than  to  say  that  I  think  the  Presi- 
dent's budget  is  really  the  1996  Presidential  Reelection  Campaign 
Budget  and  is  in  many  ways  similar  to  the  1994  Contract  With 
America.  I  think  it  deemphasizes  deficit  reduction  in  deference  to 
entitlements  and  the  middle  class  tax  cut. 

You  know,  the  middle  class  tax  cut  is  something  that  is  very  pop- 
ular. The  President  has  endorsed  it,  the  majority  party  in  Congress 
has  endorsed  it,  but  we  visited  a  town  meeting — neld  a  hearing  in 
Ohio  and  in  Arizona — and  I  asked  the  question  of  the  audience, 
would  vou  rather  have  the  middle  class  tax  cut  or  apply  that  to  def- 
icit reauction.  It  was  overwhelming.  They  favored  the  deficit  reduc- 
tion. 

Now,  I  understand  the  chairman  asked  that  same — Mr.  Chair- 
man, I  understand  you  asked  that  same  question,  the  Browder 
question,  in  Columbia,  SC,  this  weekend. 

Chairman  Kasich.  I  believe  you  are  correct,  sir. 
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Mr.  Browder.  And  got  the  same  result.  I  am  saying  this  not  just 
to  repeat  what  you  have  heard  from  a  couple  members  on  our  com- 
mittee, but  to  emphasize  that  there  is  a  message  from  this  Con- 
gress that  is  different  from  the  traditional  Democratic  line  and  the 
standard  Republican  line,  and  that  is  that  we  favor  cutting  spend- 
ing first  rather  than  borrow  and  spend,  tax  and  spend,  or  even  tax 
cut  and  spend. 

I  think  if  we  are  going  to  look  at  a  tax  cut,  and  I  know  that  is 
a  big  train  on  a  fast  track,  we  need  to  make  sure  that  it  is  reason- 
able, that  we  do  not  give  away  the  store,  we  need  to  make  sure 
that  it  is  smart,  it  is  targeted  as  an  investment,  and  that  it  is  hon- 
est; that  we  tell  the  American  people  what  the  trade-off  is.  And  the 
trade-off  is  not  either  we  are  going  to  dig  the  deficit  deeper  or  else; 
if  we  are  going  to  sacrifice  some  other  programs,  there  are  some 
serious  program  equivalences  that  count  up  to  this  tax  cut. 

As  I  said,  I  think  it  is  a  big  train  on  a  fast  track,  but  we  do  need 
to  be  honest  with  the  American  people.  And  I  think  a  lot  of  us,  to 
emphasize  the  message  you  are  hearing,  a  lot  of  us  here  in  Con- 
gress, or  some  of  us  here  in  Congress,  are  going  to  be  waiting  for 
our  colleagues  on  the  Republican  side  to  come  with  their  proposal, 
and  I  would  like  to  see  it,  and  I  hope  that  we  can  help  them  craft 
a  good  one. 

But  we  want  to  be  sure  that  if  neither  budget,  the  President's 
nor  the  majority  party's  budget,  addresses  this  problem,  if  they 
come  forward  with  a  tax  cut  that  is  not  reasonable,  smart  and  hon- 
est, then  we  will  be  coming  forward  with  a  budget  that  we  think 
does  cut  spending  first. 

And  I  do  not  have  a  question  for  you,  if  you  want  to  respond.  I 
just  wanted  to  be  sure  to  emphasize  that  message  to  you. 

Ms.  RiVLlN.  I  am  glad  you  have.  Let  me  make  two  points  in  re- 
sponse. First  I  would  invite  you  to  ask  the  town  meeting  audience 
whether  they  would  rather  have  a  tax  cut  or  specific  spending  cuts. 
It  is  a  hard  question  for  people  to  grapple  with.  While  many  people 
say  they  are  for  deficit  reduction,  they  tend  to  have  a  harder  time 
accepting  the  concept  when  they  hear  what  is  actually  involved  in 
terms  of  spending  cuts. 

My  other  point  is 

Mr.  Browder.  Excuse  me.  These  specific  spending  cuts,  if  you 
ask  them  or  if  you  lay  out  some  spending  cuts  that  would  be 
equivalences,  I  think  that  they  would  still  prefer  that  you  not  do 
that  middle  class  tax  cut. 

Ms.  RiVLlN.  That  may  be  true.  However,  my  point  is  that  asking 
people  if  they  would  like  deficit  reduction  almost  always  elicits  a 
positive  response.  Asking  them  if  they  would  like  specific  spending 
cuts  sometimes  does  not. 

The  other  point  I  wanted  to  make  is  that  the  middle  class  tax 
cut  should  not  be  referred  to  as  an  "it,"  as  if  the  President's  pro- 
posal were  the  same  as  the  contract's  tax  cut  proposal.  It  is  not. 
The  President's  proposal  is  a  much  smaller  and  less  expensive  tax 
cut.  In  addition,  it  is  more  focused  than  the  contract's  tax  cut. 
First,  it  offers  relief  to  the  average  American  families  who  really 
need  it.  Second,  it  focuses  on  purposes  like  education  and  training, 
purposes  that  will  help  America  grow  in  the  future. 

Mr.  Browder.  Thank  you. 
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Mr.  Chairman,  I  yield  back  my  time. 

Chairman  Kasich.  Mr.  Lazio. 

Mr.  Lazio.  Thank  you,  Mr.  Chairman.  I  would  like  to  yield  for 
1  minute  to  my  distinguished  colleague  from  Ohio,  Mr.  Hobson. 

Mr.  Hobson.  Ms.  Rivlin,  your  response  to  his  question  is  some- 
thing that  is  generally  heard  from  people  inside  the  beltway.  What 
we  would  like  to  do  is  maybe  invite  you  to  Billings,  MT,  next  week- 
end. 

Ms.  Rivlin.  I  love  Montana,  but  I  don't  know  that  I  can  get  there 
next  weekend. 

Mr.  Hobson.  We  would  invite  you  to  go  with  us  to  hear  what 
people  are  saying,  because  I  think  people  inside  the  beltway  would 
be  very  surprised  to  hear  people  come  forward  and  say,  "Hey,  if  it 
is  fair  and  you  have  to  cut  my  Social  Security  or  my  farm  program, 
fine,  just  do  it  fairly  and  do  the  right  thing." 

So  we  would  like  to  invite  you  to  maybe  come  and  hear  some 
things,  as  we  have  heard  in  Columbus,  OH,  and  in  South  Carolina. 

Mr.  Sabo.  Would  the  gentleman  yield  so  I  can  ask  a  quick  ques- 
tion? 

Mr.  Lazio.  Glad  to  yield. 

Mr.  Hobson.  We  have  used  up  all  your  time. 

Mr.  Sabo.  When  they  have  said  yes  to  that,  they  have  also  said 
"no"  overwhelmingly  for  using  it  for  a  big  tax  cut, 

Mr.  Hobson.  I  agree  wholeheartedly. 

Mr.  Lazio.  Good  morning.  Doctor. 

I  want  to  echo  what  some  of  my  colleagues  have  said,  that  I  have 
some  disappointment  in  terms  of  not  seeing  either  the  implications 
of  a  welfare  reform  package,  which  certainly  will  come  down  this 
year;  or  any  restraint  in  terms  of  our  fastest  growing  areas  in  the 
budget,  the  health  care  areas,  Medicare,  Medicaid,  in  this  budget. 
So  I  am  disappointed  about  that. 

I  wonder  if  I  could  go  through  some  numbers  with  you  briefly, 
just  so  I  understand  them. 

Is  it  your  claim  or  the  administration's  claim  that  your  gross 
spending  cuts  are  about  $144  billion? 

Ms.  Rivlin.  Yes,  gross  spending  cuts  are  about  $144  billion  be- 
fore the  tax  cut. 

Mr.  Lazio.  Right.  And  the  tax  cut  is  about  $55  billion? 

Ms.  Rivlin.  The  tax  cut  is  for  $63  billion  over  5  years. 

Mr.  Lazio.  And  of  the  $144  billion,  what  you  call  gross  cuts, 
would  it  be  accurate  to  say  that — my  number  is  $96  billion  of  the 
$144  billion  would  be  simply  savings  from  the  baseline,  not 

Ms.  Rivlin.  $101  billion  of  the  $144  billion  comes  from  cuts  in 
what  the  discretionary  spending  would  otherwise  have  been;  right. 

Mr.  Lazio.  As  opposed  to  fiscal  year  1995,  how  much  of  the  $144 
billion  would  be  a  reduction  over  fiscal  year  1995,  the  1995  budget? 

Ms.  Rivlin.  Discretionary  spending  goes  down  about  $5  billion 
between  1995  and  1996. 

Mr.  Lazio.  So  if  I  have  a  number  that  says  $96  billion,  does  that 
sound  accurate;  $96  billion  of  the  $144  billion  are  really  just  sav- 
ings from  the  baseline  and  not  really  from  fiscal  year  1995  budget 
numbers? 

Ms.  Rivlin.  We  are  talking  about  two  or  three  different  things 
here.  The  $144  billion  is  a  5-year  number. 
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Mr.  Lazio.  I  am  talking  5  years. 

Ms.  RiVLlN.  Savings  from  baseline,  right.  Exactly. 

Mr.  Lazio.  I  am  not  talking  about  the  1995  budget.  Is  $96  billion 
of  the  $144  billion  just  simply  cuts  in  the  baseline  difference,  the 
change  in  baseline? 

Ms.  RiVLlN.  I  am  sorry,  but  I  do  not  understand  the  question. 

Mr.  Lazio.  We  have  $144  billion  in  gross  cuts. 

Ms.  RiVLiN.  Cuts  from  the  baseline,  right. 

Mr.  Lazio.  Right.  How  much  of  those  cuts  are  simply  from  an  in- 
flated baseline  and  are  real  as  opposed  to  actual  cuts? 

Ms.  RiVLiN.  I  can  give  you  one  estimate  of  that.  As  you  know, 
we  already  have  caps  on  discretionary  spending.  We  are  proposing 
to  extend  the  caps  on  discretionary  spending  in  1999  and  2000. 

Mr.  Lazio.  That  is  about  $12  billion. 

Ms.  RiVLiN.  The  saving  from  extending  the  caps  in  those  2  years 
is  about  $52  billion. 

We  have  made  reductions  in  earlier  years,  all  of  which  adds  up 
to  $101  billion  in  discretionary  spending  cuts  and  $144  billion  in 
total  spending  cuts. 

Mr.  Lazio.  So  between  extending  the  caps  and  taking — and  mak- 
ing the  reductions  in  the  baseline,  again 

Ms.  RiVLiN.  Extending  the  caps  is  a  reduction  in  the  baseline. 

Mr.  Lazio.  You  are  getting — ^what  is  your  number?  What  did  you 
say,  $55  billion. 

Ms.  RiVLiN.  $52  billion. 

Mr.  Lazio.  $52  billion.  So  of  the  $144  billion,  $52  billion  is  a  re- 
sult of  reduction  in  extending  of  the  caps? 

Ms.  RiVLiN.  For  2  more  years,  which,  in  your  terms,  is  reducing 
the  baseline;  right. 

Mr.  Lazio.  Let  me  just  ask  you — is  my  time  up? 

Chairman  Kasich.  Maybe  you  can  get  somebody  to  yield  to  you. 

Mr.  Doggett. 

Mr.  Doggett.  Thank  you,  Mr.  Chairman.  Since  most  of  what  the 
members  of  the  minority  have  learned  about  the  operation  of  this 
committee  has  come,  first,  from  the  weekend  talk  shows  and  in  the 
news  columns,  it  is  refreshing  to  hear  you  suggest  that  you  are 
open  to  suggestions  for  people  to  testify  before  the  committee.  And 
I  would  like  to  formally  request  that  David  Stockman  be  invited, 
since  he  occupied  the  office  that  you  occupy,  Ms.  Rivlin,  during  the 
time  that  most  of  this  mess  was  created. 

Do  you  think  from  your  reading  of  his  writings  that  he  might  be 
able  to  offer  us  some  insight  on  how  to  avoid  doing  the  same  thing 
all  over  again? 

Ms.  Rivlin.  I  think  he  might.  I  first  met  David  Stockman  on  the 
Hill  when  he  was  a  staff  member,  not  yet  a  Congressman.  I  had 
wanted  to  meet  him  because  he  wrote  a  terrific  article  about  how 
hard  it  is  to  cut  the  budget.  I  thought,  who  is  this  bright  young 
guy?  I  called  him  up  and  we  have  been  friends  ever  since.  I  think 
he  has  a  lot  of  insight  on  how  hard  it  is  to  cut  the  budget. 

Mr.  Doggett.  Ms.  Rivlin,  it  is  also  informative  to  hear  that  the 
chairman  in  his  words  is  willing  to  take  on  the  special  interest  that 
defends  Big  Bird,  but  since  some  of  us  think  there  are  some  even 
bigger  special  interest  than  the  Big  Bird  lobby,  let  me  ask  you  if 
you  could  tell  us  the  relative  effect  or  cost  of  the  tax  cuts  proposed 
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in  the  Republican  Contract  On  America  and  those  that  the  Presi- 
dent has  proposed. 

Ms.  RiVLlN.  As  I  understand  the  Contract  With  America,  the  tax 
cuts  are  estimated  to  total  about  $202  billion  in  the  first  5  years. 
Our  tax  cuts  total  about  $63  billion.  But,  more  importantly,  if  you 
go  out  another  5  years,  the  losses  from  the  contract's  tax  cuts  in- 
crease very  rapidly.  The  tax  loss  from  contract  tax  cuts  is  much 
larger  than  the  tax  loss  from  our  proposal,  which  is  both  smaller 
and  not  as  backloaded. 

Mr.  DOGGETT.  Were  we  not  to  embrace  the  $63  billion  in  tax  cuts 
that  the  President  has  proposed,  I  gather  we  could  reduce  the  defi- 
cit by  that  much  more  plus  interest? 

Ms.  RrvLiN.  Yes,  you  could. 

Mr.  DOGGETT.  And  as  far  as  discretionary  spending  is  concerned, 
were  we  to  simply  freeze  it  at  its  current  level  rather  than  to  have 
the  additions,  though  I  think  in  some  very  good  areas  that  you  pro- 
pose, but  given  the  troubling  climate  we  find  ourselves  in  with  the 
deficit,  if  we  were  to  freeze  discretionary  spending,  how  much  more 
would  that  reduce  the  deficit? 

Ms.  RiVLiN.  I  do  not  have  an  estimate  on  what  would  happen 
with  the  deficit  if  we  were  to  freeze  discretionary  spending. 

But  we  are  proposing  to  do  more  than  that  to  lower  discretionary 
spending.  Our  proposal  would  give  us  the  lowest  percent  of  domes- 
tic discretionary  spending  as  a  percent  of  the  GDP,  since  1962. 

Mr.  DOGGETT.  As  far  as  Medicare  is  concerned,  is  it  your  feeling 
that  if  there  are  already  changes  in  the  Medicare  program,  if  there 
are  any  cuts  or  alterations,  that  all  of  that  should  be  directed  at 
providing  the  American  people  better  health  care? 

Ms.  RiVLiN.  I  would  not  put  it  that  way.  I  think  that  if  there  are 
to  be  reforms  in  Medicare  and  Medicaid,  they  must  be  considered 
as  part  of  reforming  the  whole  health  care  system. 

Mr.  DoGGETT.  Thank  you. 

Thank  you,  Mr.  Chairman. 

Chairman  Kasich.  The  gentleman  from  Florida,  Mr.  Miller. 

Mr.  Miller.  Dr.  Rivlin,  I'm 

Chairman  Kasich.  Would  the  gentleman  suspend  for  just  a  sec- 
ond? 

Doctor,  I  know  you  want  to  try  to  leave  by  1.  We  are  going  to 
have  a  vote  soon.  Let  me  make  a  suggestion  if  I  could.  Mr.  Hobson 
has  gone  over  to  the  floor  to  vote  and  he  will  be  back  to  keep  the 
meeting  running.  Is  that  right,  you  can  stay  until  1:00? 

Ms.  RrvLiN.  That  is  fine.  I  have  a  commitment  at  1:00,  but  it  is 
on  the  Hill. 

Chairman  Kasich.  I  want  to  make  sure  each  member  has  an  op- 
portunity to  ask  a  question,  and  I  think  if  we  move  quickly,  we  can 
get  that  done. 

Thank  you. 

Mr.  Miller,  Dr.  Rivlin,  over  here.  I  am  not  to  the  left,  but 

I  am  disappointed,  like  several  other  people  on  both  sides  of  the 
aisle,  about  the  budget  that  was  presented  yesterday  and  even  the 
response  in  the  paper  over  the  weekend  with  the  leaked  budget 
that  came  out  last  Friday  and  Saturday  and  Sunday. 

Ms.  Rivlin.  We  were  disappointed  about  that,  too.  We  did  not  in- 
tend for  it  to  be  in  the  paper  on  Friday. 
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Mr.  Miller.  But  the  response  has  been  a  disappointment  be- 
cause, to  me,  this  was  really  a  golden  opportunity,  really  a  golden 
opportunity  to  work  with  a  Congress  that  really  does  believe  in  bal- 
ancing the  budget.  This  administration  has  talked  a  good  game  the 
past  couple  of  years,  but  our  objection  to  the  deficit  reduction  plan 
of  the  President  for  the  past  2  years  has  been  the  tax  increase,  not 
the  spending  cuts.  We  have  pushed  more  and  more  for  spending  re- 
duction. 

So  the  real  opportunity  was  there.  Kind  of  like  the  Nixon  China 
policy.  Here  is  the  opportunity:  290  of  us  voted  a  balanced  budget 
2  weeks  ago.  That  is  a  strong  commitment.  The  election,  obviously, 
was  a  commitment  to  reducing  the  size  and  scope  of  the  govern- 
ment. I  just  feel  it  was  really  an  abdication  of  leadership  to  take 
on  what  is  the  most  critical  problem  facing  us,  especially  when  you 
look  to  the  future  generations. 

Even  the  Washington  Post  this  morning,  to  quote  their  editorial, 
instead  of  trying  to  explain  to  Americans  why  it  is  important  to 
keep  moving  toward  a  balanced  budget,  Mr.  Clinton  seems  to  have 
abandoned  the  subject.  That  may  be  clever  in  short-term  tactics, 
but  it  is  not  leadership.  It  is  not  Presidential. 

Let  me  ask  you  a  couple  of  questions.  Do  you  believe,  not  talking 
about  the  balanced  budget  amendment,  do  you  believe  we  should 
have  a  balanced  budget  in  the  year  2002? 

I  am  not  talking  about  the  amendment.  I  am  talking  should  that 
be  our  goal? 

Ms.  RiVLiN.  I  think  reducing  the  size  of  the  deficit  and  getting 
into  a  position  where  the  budget  can  be  in  balance  on  the  average 
over  the  business  cycle  is  the  right  goal.  None  of  us  can  say  wheth- 
er conditions  in  2002  will  be  the  right  ones  for  a  balanced  budget. 
And  that  is  precisely  the  problem.  It  is  not  always  good  policy  to 
have  a  balanced  budget.  If  you  are  in  a  recession,  it  is  not  wise  to 
be  raising  taxes  or  cutting  spending.  It  only  makes  the  recession 
worse. 

Mr.  Miller.  Why  not  have  the  glide  path  toward  a  balanced 
budget?  This  is  abdication  of  leadership  that  has  happened.  We  are 
saying  this  is  the  status  quo.  Is  this  acceptable?  $200  billion  a  year 
is  OK,  and  we  will  not  even  try  to  go  toward  a  balanced  budget? 

Ms.  RiVLlN.  I  beg  to  differ.  At  no  point  in  this  budget  have  we 
said  that  a  $200  billion  deficit  is  OK. 

Mr.  Miller.  The  numbers  show  $200  billion  into  the  future. 

Ms.  RrvLlN.  The  numbers  show  that  we  have  gotten  the  deficit 
under  control.  It  is  under  $200  billion.  It  is  also  declining  as  a 
share  of  GDP.  The  President  has  said,  and  we  say  it  again  in  the 
budget,  if  we  are  to  take  further  steps  on  deficit  reduction,  and  we 
all  want  to,  the  most  effective  thing  for  us  to  do  is  to  get  health 
care  costs  under  control. 

We  have  to  come  back  to  health  care  reform,  and  we  want  to 
work  with  the  Congress  on  that.  Nothing  the  President  has  said 
could  be  interpreted  as  abandoning  the  goal  of  health  care  reform. 
He  is  very  interested  in  working  with  the  Congress  on  the  issue. 

Mr.  Miller.  I  want  to  come  back  to  health  care,  but  your  com- 
ment in  concluding  your  opening  statement,  is  that  we  have  pre- 
sented ours;  now  what  is  yours?  It  sounds  like  we  are  playing  a 
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card  game  of  gambling;  and  you  are  sa5dng  we  will  not  show  you 
our  cards.  And  that  is  a  lack  of  leadership. 

Let  me  talk  about  health  care  a  minute. 

Ms.  RrvLlN.  We  have  shown  our  cards.  We  are  waiting  for  others 
to  show  theirs. 

Mr.  Miller.  In  the  glide  path  to  a  balanced  budget,  you  would 
have  different  cards  in  there.  Obviously,  you  have  left  health  care 
out,  as  you  have  said. 

My  congressional  district  in  Florida  has  the  largest  number  of 
seniors  than  any  district  in  the  country.  Saturday  morning  I  was 
in  Venice,  FL,  before  700  people  at  a  mobile  home  park.  I  publicly 
talked  about  means  testing  Medicare  part  B  before  700  seniors  in 
my  district.  That  is  something  that  was  in  place  to  cut  spending 
first  in  Penny-Kasich.  That  was  in  your  health  care  proposal. 

There  are  a  number  of  things  that  we  can  agree  on,  probably.  It 
would  be  controversial  in  moving  in  that  direction.  But  why  not  at 
least  take  one  like  means  testing  Medicare  part  B,  and  there  are 
a  number  of  others  that  were  in  both  our  proposals  and  your  pro- 
posals that  could  put  us  on  that  glide  path  toward  the  balanced 
budget? 

Ms.  RiVLlN.  We  do  not  want  to  pull  things  out  of  what  should  be 
a  wider  discussion  about  health  care  reform  and  say  let  us  stick 
them  in  here  to  pay  for  tax  cuts  or  deficit  reduction.  We  have  to 
look  at  health  care  reform  as  a  whole  package  that  we  can  talk 
about  together.  We  cannot  just  reduce  the  rate  of  growth  of  Medi- 
care. If  we  did,  those  costs  would  get  shifted  to  the  private  sector. 
Medicare  and  Medicaid  reform  must  be  talked  about  in  relation  to 
overall  health  care  reform. 

Mr.  Miller.  It  is  disappointing.  You  want  all  or  nothing:  we  did 
not  get  our  plan  last  year  so  we  are  not  going  to  do  anything. 

Ms.  RiVLiN.  That  is  simply  not  the  case.  While  we  stick  by  the 
principles  of  our  plan,  we  think  there  is  room  for  discussion  on  in- 
surance reform  and  expanding  coverage  to  working  families,  espe- 
cially those  with  children.  We  want  to  work  with  the  Congress  on 
the  next  incremental  steps. 

Mr.  Miller.  I  remain  very  disappointed.  Thank  you. 

Chairman  Kasich.  The  Chair  is  going  to  announce  that  we  have 
a  number  of  Republican  members  that  were  here  when  the  gavel 
went  down.  Democrats  who  were  here  later,  and  you  can  actually 
get  called  on  beforehand,  but  I  am  going  to  go  to  Mrs.  Mink  and 
then  I  will  pick  two  Republicans  for  the  next  go  round. 

Mrs.  Mink. 

Mrs.  Mink.  Thank  you,  Mr.  Chairman. 

I  want  to  very  strongly  and  vehemently  defend  the  Clinton  ad- 
ministration from  all  of  these  savage  attacks  with  respect  to  the 
costs,  escalating  costs  of  Medicaid  and  Medicare.  I  believe  that  the 
President  deserves  a  tremendous  amount  of  credit  for  having  come 
forth  with  a  comprehensive  health  reform  package,  and  it  was  the 
Congress  of  the  United  States  that  failed  to  deal  with  it.  I  think 
it  is  very  unfair  now  to  attack  this  budget  on  the  basis  that  it  does 
not  come  forward  with  another  plan,  somewhat  less,  somewhat 
more  modest  perhaps,  but  I  think  it  is  really  the  responsibility  of 
this  Congress,  having  killed  the  President's  proposal,  to  deal  with 
that  subject. 
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It  is  the  major  item  of  escalation  in  terms  of  the  budget.  No  one 
denies  that.  But  to  fault  this  budget  because  it  does  not  deal  with 
the  increasing  health  care  costs  of  Medicare  and  Medicaid,  I  think, 
is  not  fair  to  the  administration  or  fair  to  the  President. 

Also,  I  want  to  say  that  although  Dr.  Rivlin  did  not  specifically 
address  the  questions  of  welfare  reform,  I  also  take  note  that  the 
President  did  have  a  proposal  before  Congress  and  that  the  major 
increases  in  spending  in  this  budget  go  to  respond  to  the  demand 
of  the  American  public  that  people  ought  to  work.  And  the  govern- 
ment is  assuming  responsibilities  to  help  make  it  possible  for  peo- 
ple to  work  by  increasing  Pell  grants  and  opportunities  for  edu- 
cation, school  to  work  plans,  and  enforcement  of  child  support  and 
so  forth. 

So  I  submit,  Dr.  Rivlin,  contrary  to  what  you  said,  and  this  is 
my  question,  does  the  budget  not  really  deal  with  welfare  reform 
substantively,  although  perhaps  it  does  not  put  a  number  to  it?  Is 
it  not  true  that  if  all  the  proposals  that  you  have  submitted  in  this 
budget  work,  that  there  will,  in  fact,  be  a  reduction  in  welfare  costs 
and  all  of  the  other  attendant  assistance  programs  that  are  in  part 
of  the  entitlements  which  are  so  heavily  criticized? 

Ms.  Rivlin.  Yes,  I  think  that  is  a  very  important  point.  The  most 
effective  social  policy  is  a  job,  and  the  Clinton  administration  has 
been  very  jobs  oriented.  We  have  created  nearly  6  million  jobs  since 
we  came  into  office.  This  budget  is  focused  on  better  jobs,  on  train- 
ing, and  on  skills.  Such  a  focus  is,  as  you  point  out,  essential  to 
enabling  people  to  support  themselves  and  to  having  welfare  re- 
form work. 

Last  year,  we  had  a  proposal  that  provided  for  the  specific  reform 
of  welfare  laws.  There  is  a  lot  of  common  ground  between  the  two 
parties  on  this  issue,  and  I  think  that  we  will  discuss  it  further. 
But  you  are  absolutely  right,  this  budget  does  reflect  the  wider  ef- 
fort to  ensure  that  training  and  jobs  are  made  available. 

Mrs.  Mink.  I  have  one  final  question,  and  that  is  the  President's 
proposal  on  increasing  the  minimum  wage.  Are  those  suggestions 
incorporated  in  this  budget?  And  the  economic  consequences  of 
such  an  increase,  are  they  folded  into  your  budget  projections  for 
the  economic  outlook  in  the  next  5  years? 

Ms.  Rivlin.  Well,  the  minimum  wage  is  not  a  budgetary  matter 
and  is,  therefore,  not  reflected  in  the  budget.  But  the  question  is 
a  good  one.  We  think  the  evidence  is  very  strong  that  an  increase 
in  the  minimum  wage  would  not  cost  jobs,  and,  therefore,  we  do 
not  think  it  would  change  the  economic  projections  which  underlie 
the  budget.  It  would  certainly  increase  incomes  at  the  bottom,  just 
as  the  earned  income  tax  credit  has. 

Mrs.  Mink.  Thank  you. 

Chairman  Kasich.  It  will  be  Mr.  Smith  and  then  Mr.  Hoekstra. 

Mr.  Smith. 

Mr.  Smith  of  Michigan.  Thank  you,  Mr.  Chairman. 

I'm  tremendously  disappointed  as  well  as  others.  Dr.  Rivlin,  with 
the  administration's  budget.  I  suspect  almost  everybody  in  this 
room  knows  some  of  the  tremendously  tough  political  decisions  that 
have  got  to  be  made  in  this  budget  if  we  are  going  to  stop  mortgag- 
ing our  kids'  future,  and  if  we  are  going  to  have  the  kinds  of  struc- 
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ture  that  is  going  to  allow  some  kind  of  increase  in  the  standard 
of  living  of  the  American  people. 

I  would  suggest  that  it  would  be  good  if  Republicans  and  Demo- 
crats and  the  administration  got  in  a  room  and  we  kicked  out  all 
the  pollsters  and  all  the  focus  group  analyzers  and  all  the  special 
interest  lobbiers  and  started  coming  down  with  the  decisions  that 
we  know  should  be  made. 

Mr.  Browder,  I  would  suggest  maybe  that  your  side  not  wait  for 
this  to  see  what  this  side  is  coming  up  with  as  far  as  the  budget 
and  budget  cuts,  but  maybe,  since  you  disagree  with  the  Presi- 
dent's budget,  you  might  want  to  do  what  Republicans  have  done 
for  the  last  2  years  in  starting  to  develop  where  we  should  be  cut- 
ting down  on  the  size  of  governments  and  maybe  we  can  mesh 
those  ideas. 

Several  questions  I  would  like  to  ask,  and  I  know  5  minutes  goes 
very  quickly.  One,  of  course,  is  the  concern  in  not  addressing  the 
tremendous  entitlement  program  that  goes  from  currently  46  per- 
cent and  grows  into  55  percent.  But  it  disappointed  me  when  you 
said  interest  takes  up  16  percent  of  our  total  expenditures. 

See,  that  is  misleading  the  American  people.  You  are  not  consid- 
ering the  interest  that  we  owe  on  the  Social  Security  Trust  Fund. 
You  are  not  considering  the  interest  we  owe  on  everything  else  we 
borrow  from  Federal  Gk)vemment.  That  interest,  as  I  understand  it 
now,  and  that  is  one  of  my  questions,  is  amounting  to  $337  billion, 
which  really  represents  almost  25  percent  of  all  sources  of  revenue 
coming  into  the  Federal  Government. 

Am  I  correct  that  your  1996  budget  is  going  to  have  a  total  inter- 
est cost  of  $337  billion? 

Ms.  RiVLlN.  Well,  there  is  gross  and  net  interest.  The  Federal 
Government  pays  interest  to  itself 

Mr.  Smith  of  Michigan.  I  am  talking  including  the  interest  that 
we  owe  on  the  Social  Security  Trust  Fund  and  other  trust  funds. 

Ms.  RrvLiN.  Yes,  that  is  one  part  of  the  Federal  Government  pay- 
ing interest  to  another  part  of  the  government.  That  is  netted  out 
in  our  figures.  Otherwise,  you  would  have  double  counting.  But  the 
figure  I  gave  you  was  a  net  figure. 

Mr.  Smith  of  Michigan.  Let  me  move  into  the  question.  What 
is  the  Social  Security  Trust  Fund's  surplus  that  is  used  in  this 
budget  to  offset  other  expenditures?  What  is  the  amount  of  the  So- 
cial Security  Trust? 

Ms.  RiVLiN.  It  is  about  $65  billion. 

Mr.  Smith  of  Michigan.  So  we  are  using  $65  billion  that  is  not 
coming  into  surplus  in  Social  Security  Trust  Fund  and  we  are 
spending  that  for  other  programs.  So  the  trust  fund  is  not  much 
of  a  trust  fund. 

Ms.  RiVLiN.  Well,  the  trust  fund  is  a  trust  fund.  But  it  is  also 
true  that  the  trust  fund  is  running  a  surplus.  If  you  did  not  have 
that  surplus  in  the  trust  fund,  you  would  have  an  even  larger  defi- 
cit in  the  budget. 

Mr.  Smith  of  Michigan.  Am  I  correct  in  calculating  that  the 
spending  for  every  year  of  the  next  5  years  of  this  budget,  the  in- 
crease in  spending  goes  up  faster  than  inflation? 

Ms.  RrvLiN.  I  do  not  know. 
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Mr.  Smith  of  Michigan.  Actually,  it  goes  up  about  5  percent  if 
you  figure  inflation  is  going  up  5  percent. 

Ms.  RiVLiN.  It  would  be  a  2-percent  real  increase  in  spending. 
That  growth  is  due  to  the  fact  that  entitlement  programs  are,  as 
everyone  in  this  room  has  pointed  out  several  times,  the  fastest 
growing  part  of  the  budget.  They  are  growing  faster  than  the  rate 
of  inflation. 

Mr.  Smith  of  Michigan.  So  you  do  agree  with  the  calculation 
that  our  total  public  debts  of  this  country  in  the  5  years  of  this 
budget  goes  up  an  additional  $2  trillion  from  $4.6  trillion  to  $6.67 
trillion? 

Ms.  RiVLiN.  I  have  not  made  that  calculation, 

Mr.  Smith  of  Michigan.  Would  somebody  on  your  staff  make 
that  calculation?  I  think  the  American  people  should  know  that  we 
are  driving  ourselves  deeper  into  debt  and  it  is  a  tremendous  prob- 
lem. 

Would  you  agree  that  we  should  change  the  CPI  calculations  and 
the  ramifications  that  has  for  additional  government  spending? 

Ms.  RiVLlN.  There  is  a  process  in  place  for  recomputing  the  CPI 
every  10  years.  That  process  will  come  on  line  in  1998.  Under  the 
process,  the  Bureau  of  Labor  Statistics,  goes  out  and  samples  the 
prices  of  things  that  people  buy  and  then  reweighs  the  market  bas- 
ket. 

I  think  it  is  possible  to  recompute  the  CPI  more  frequently,  but 
it  should  only  Tbe  done  by  using  the  accepted  statistical  methods. 
It  is  not  something  that  should  be  imposed  by  legislation. 

Mr.  Smith  of  Michigan.  Thank  you  very  much. 

Thank  you,  Mr.  Chairman. 

Chairman  Kasich.  Mr.  Hoekstra, 

Mr.  Hoekstra.  Thank  you,  and  it  is  still  morning,  good  morning. 
I  am  not  sure  where  to  begin.  I  have  a  lot  of  questions  and  com- 
ments. 

You  have  talked  a  lot  about  employment  numbers  earlier.  I  be- 
lieve in  the  budget  report  on  page  222  it  shows  that  when  you  talk 
about  nondefense  cuts,  we  are  really  only  reducing  the  size  of  the 
Federal  Government  by  about  42,000  employees.  And  we  keep 
hearing  the  much  larger  number  which  also  mctors  in  the  reduc- 
tion in  the  defense. 

Ms.  RiVLiN.  Defense  civilians. 

Mr.  Hoekstra.  Defense  civilians. 

Ms.  RrvLiN.  Defense  civilians  are  real  people.  They  work  for  the 
government. 

Mr.  Hoekstra.  That  is  correct,  but  it  reflects  a  significant 
change  in  what  is  going  on  with  our  military.  I  find  this  document 
to  be  almost  an  embarrassment  that  government  is  publishing  this. 

In  the  Citizens  Guide  to  the  Federal  Budget,  page  17,  is  just  one 
little  item,  debts  held  by  the  public,  where  we  identify  that  in  1994 
the  debt  is  $3.4  trillion,  and  we  do  not  even  acknowledge  in  this 
document  that  government  accounts  for  another  $1.2  trillion  of 
debt. 

Ms.  RiVLiN.  You  can  find  that  figure  prominently  displayed  in 
the  budget.  It  is  not  a  secret. 

Mr.  Hoekstra.  Yes,  but  in  the  Citizens  Guide  to  the  Federal 
Budget — I  would  think  if  we  were  going  to  be  honest  with  the 
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American  people,  we  would  give  them  the  full  amount  of  the  deficit 
numbers  that  we  are  currently  facing.  The  government  is  getting 
bigger. 

The  Kerrey-Danforth  report  says  that  around  the  year  2010, 
2012  we  are  only  going  to  have  enough  money  in  the  budget,  as- 
suming current  revenue,  to  pay  for  interest  on  the  debt  and  entitle- 
ments. How  can  we  sit  here  and  how  can  the  administration,  in  a 
relaxed  way,  say  that  this  is  a  comfortable  budget?  What  are  we 
leaving  to  the  next  generation? 

Ms.  RiVLlN.  This  budget  does  not  address  all  of  the  country's 
problems.  Some  of  those  problems  have  been  raised  this  morning. 
One  is  the  Medicare  trust  fund.  Another  is  the  fact  that  in  the  next 
century  we  are  going  to  have  a  larger  burden  of  retirees  on  Social 
Security  than  we  have  currently  budgeted  for.  We  all  have  to  face 
these  problems  together.  No  one  is  denying  that. 

Mr.  HOEKSTRA.  When  are  we  going  to  face  it?  It  appears — I  read 
this  document  and  it  shows  5  years  of  deficits  of  $200  billion  per 
year,  another  trillion  dollars,  and  it  seems  like  that  is  OK. 

Ms.  RiVLlN.  We  are  not  saying  that  deficits  are  OK.  We  are  say- 
ing that  the  deficit  is  under  control  for  now,  but  that  there  are  seri- 
ous problems  looming  out  there,  such  as  the  growth  of  health  care 
spending  and  a  future  strain  on  the  Social  Security  Trust  Fund. 

We  have  not  addressed  all  of  those  problems  in  this  budget.  They 
are  problems  that  the  Congress  and  the  administration  must  face 
together.  We  have  to  act  in  a  bipartisan  fashion. 

Mr.  HOEKSTRA.  I  am  assuming  this  budget  was  presented  and 
maybe  the  assumption  is  wrong,  as  saying  that  what  vou  would  ap- 
preciate is  this  Congress  to  approve  this  budget  and  to  move  for- 
ward, which  says  that  this  is  our  best  plan  for  the  next  5  years. 
Is  that  correct? 

Ms.  RrvLiN.  Yes,  we  would  be  delighted  if  the  Congress  enacted 
this  budget. 

Mr.  HOEKSTRA.  So  you  would  be  delighted  if  we  in  the  year  2000 
we  would  be  at  $5.5  trillion  debt? 

Ms.  RiVLlN.  I  don't  think  that  is  the  same  thing.  We  would  be 
delighted  if  the  Congress  enacted  this  budget.  But  no  Congress  en- 
acts a  5-year  budget  plan  and  leaves  it  alone.  All  of  us  will  be  coni- 
ing  back  to  examine  many  problems  in  the  next  5  years,  and  this 
budget  does  not  address  all  of  those  problems.  But,  yes,  we  would 
be  delighted  if  Congress  enacted  this  budget  for  fiscal  year  1996. 

Mr.  HOEKSTRA.  Well,  I  will  yield  back  the  balance  of  my  time. 
This  is  one  member  that  will  not  vote  for  this  budget  as  getting  us 
on  a  glide  path  to  where  you  want  to  be  by  the  year  2000.  Thank 
you. 

Chairman  Kasich.  Mr.  Pomeroy. 

Let  me  just  suggest  to  Members  if  you  can  start  heading  to  the 
floor,  we  are  expecting  a  vote  around  noon.  After  Mr.  Pomeroy  will 
be  Mr.  Largent  and  then  Ms.  Myrick.  If  anybody  else  wants  to  ask 
questions,  you  might  want  to  run  over  and  vote  and  get  back  to 
keep  the  thing  running  here.  Keep  the  car  running. 

Mr.  Pomeroy. 

Mr.  Pomeroy.  Thank  you,  Mr.  Chairman.  Undoubtedly,  all  of  us 
have  a  great  sincerity  about  the  imperative  of  reducing  the  deficit, 
moving  toward  a  balanced  budget.   The  sincerity  of  my  friends 
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across  the  aisle,  I  believe,  is  belied  in  no  small  amount  by  the  fact 
that  they  have  signed  on  a  Contract  With  America  that  is  going  to 
give  away  $200  billion  in  revenue  during  the  measurement  period 
before  we  even  begin  reducing  the  deficit.  And  if  that  is  not 
enough,  they  say,  well,  defense,  we  probably  should  do  a  little  more 
there. 

What  would  it  take,  by  way  of  cuts,  to  get  to  a  balanced  budget 
under  their  program?  I  mean,  surely  the  chairman  will  have  his 
numbers,  and  I  take  him  at  his  word,  that  will  get  us  there.  I  think 
it  will  be  extremely  interesting.  Do  you  believe  there  could  be  a  re- 
sponsible restructuring  of  government  that  could  accomplish  it 
under  the  confines  of  giving  away  $200  billion,  freezing  defense 
spending  or  increasing  defense  spending,  and  getting  there  with 
what  is  left? 

Ms.  RrvLlN.  Frankly,  I  do  not.  I  think  that  the  cuts  in  everything 
else  would  be  too  deep  to  achieve  a  responsible  restructuring  of 
government.  But  I  have  not  seen  any  glimmer  of  what  the  Repub- 
lican plan  might  be,  so  it  is  very  hard  to  react  to  it. 

Mr.  POMEROY.  Director,  some  talk  about  just  slowing  the  growth 
of  government.  As  you  look  at  the  growth  of  the  Medicare  program, 
for  example,  I  mean  the  growth  is  hard  to  understand.  So,  for  ex- 
ample, slowing  the  growth  to  3  percent,  that  has  an  awful  lot  of 
appeal  to  me.  Will  you  tell  me  what  components  drive  Medicare 
growth  at  that  rate? 

Ms.  RiVLiN.  Medicare  growth  is  now  around  9  percent  per  year. 
If  you  were  going  to  cut  it  to  3  percent  per  year,  you  would  be  cut- 
ting a  lot.  Medicare  growth  is  partially  driven  by  the  increase  in 
the  population  eligible  for  Medicare 

Mr.  PoMEROY.  Well. 

Ms.  RiVLiN.  But  that  is  not  the  main  driving  force  behind  the 
growth  of  Medicare  costs. 

Mr.  PoMEROY.  How  much  is  population,  how  much  is  new  enroll- 
ees  contributed  to  that  9  percent  figure? 

Ms.  RrvLlN.  We  can  look  that  estimate  up,  but  it  is  fairly  mini- 
mal. The  things  driving  Medicare  costs  upward  are  hospital  costs 
per  patient,  doctor  costs  per  patient,  and  the  intensity  of  the  use 
of  the  system,  that  is,  people  are  getting  more  intensive  care  per 
visit  than  they  used  to. 

The  increase  in  intensive  care  visits  is  not  just  true  of  Medicare, 
but  of  the  entire  health  care  system. 

Mr.  PoMEROY.  But  you  when  are  talking  about  essentially  freez- 
ing costs  at  existing  levels,  you  are  talking  about  essentially  de- 
priving access  of  new  enrollees  to  the  system  if  you  were  to  do  that. 

Ms.  RiVLiN.  You  would  be  depriving  new  and  old  enrollees  of  ac- 
cess to  the  system.  If  we  were  to  hold  Medicare  to  3  percent  growth 
per  year,  you  would  have  to  cut  services,  in  the  year  2000,  for  ex- 
ample, by  about  40  percent  over  what  they  would  otherwise  be. 
And  that  is  not  because  we  have  any  new  benefits  under  Medicare, 
these  are  just  the  people  who  are  eligible  using  the  system  as  it 
exists  today. 

Mr.  PoMEROY.  Is  it  still  true  that  the  oldest  segment  of  our  popu- 
lation is  the  most  rapidly  growing  cohort,  the  over-85  segment? 

Ms.  RiVLlN.  Yes,  it  is.  That  segment  of  the  population  is  growing 
very  rapidly. 
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Mr.  POMEROY.  As  we  demographically  change,  and  the  most  aged 
Americans  increase  rapidly  in  number,  is  that  what  compounds  the 
intensity  feature;  these  people  are  older,  sicker,  and  they  need 
more  intensive  medicine? 

Ms.  RiVLlN.  That  is  part  of  it.  But,  medically  speaking,  we  can 
also  do  more  for  them  than  we  used  to.  While  medical  technology 
is  now  more  effective,  it  is  also  more  expensive.  It  is  high-tech  med- 
icine. 

To  return  to  the  beginning  of  your  question,  the  growth  in  Medi- 
care beneficiaries  is  currently  2  to  3  percent  per  year.  But  the  in- 
flation in  medical  care  costs  is  what  is  dominating  the  growth  of 
Medicare  costs,  not  increases  in  the  number  of  beneficiaries. 

Mr.  POMEROY.  So  3  percent  growth  in  Medicare  essentially  just 
deals  with  new  enrollees. 

Ms.  RiVLlN.  Exactly,  3  percent  growth  in  Medicare  would  merely 
deal  with  the  increase  in  the  population  without  keeping  up  with 
the  rising  costs  of  medical  care. 

Mr.  POMEROY.  Thank  you. 

Chairman  Kasich.  Mr.  Largent. 

Mr.  Largent,  Thank  you,  Mr.  Chairman. 

Dr.  Rivlin,  I  would  like  to  ask  you  a  personal  question,  if  you  do 
not  mind.  Do  you  personally  adhere  to  a  budget  yourself? 

Ms.  Rivlin.  You  mean  in  my  personal 

Mr.  Largent.  Household,  family.  Do  you  have  a  written  budget? 

Ms.  Rivlin.  We  sure  try  to. 

Mr.  Largent.  Do  you  have  a  written  budget  you  adhere  to? 

Ms.  Rivlin.  No. 

Mr.  Largent.  OK.  The  reason  I  ask  that  question,  I  read  this 
guide  also,  the  very  first  page  refers  to  the  fact  that  the  Federal 
Government  plans  its  budget  much  the  same  way  as  families  do. 
And  I  accept  that  as  being  true.  I  am  sure  that  in  your  personal 
budget  that  you  adhere  to  that  you  would  not  continue  to  spend 
more  than  you  have  year-in  and  year-out  and  deem  that  accept- 
able. 

But  it  is  my  understanding  that  the  purpose  of  this  meeting  is 
to  hear  you  rather  than  to  hear  ourselves  banter  back  and  forth 
and  shoot  political  barbs  across  the  aisle  and  I  apologize  that  we 
have  not  listened  to  you  more. 

I  want  to  refer  to  one  of  the  sentences  that  is  in  this  book  that 
I  agree  with  wholeheartedly.  It  says,  in  the  end,  the  deficit  is  a  de- 
cision about  today  and  tomorrow.  We  can  provide  a  solid  founda- 
tion for  future  generations,  just  as  parents  try  to  do  within  a  fam- 
ily, or  we  can  generate  large  budget  deficits  and  debt  as  our  legacy 
to  those  who  come  after  us. 

That  is  where  we  are  at  today,  whether  we  are  going  to  provide 
that  legacy  of  debt  and  hand  it  over  to  my  children,  my  four  chil- 
dren and  everyone  else's  children,  as  well. 

If  the  President  would  have  given  you  a  mandate,  which  appar- 
ently he  did  not  do,  but  had  he  given  Dr.  Rivlin  a  mandate  that 
said  put  us  on  a  slope  to  get  to  a  balanced  budget  by  2002,  and 
he  gave  you  a  blank  slate,  how  would  you  have  done  that?  That 
is  my  question. 

Ms.  Rivlin.  I  cannot  really  answer  that  question  because  nobody 
elected  me  President  and  Presidents  do  not  turn  over 
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Mr.  Largent.  You  are  President  for  a  day  here.  You  are  Presi- 
dent for  a  day,  so  you  have  all  the  liberty  to  do  that,  please. 

Ms.  RrvLlN.  I  do  not  think  that  adhering  to  a  firm  path  for  bal- 
ance by  2002  is  a  sensible  thing  to  do. 

But  let  me  make  another  point  in  regard  to  this  question.  There 
are  other  elements  of  our  legacy  to  our  children.  Part  of  it  is  about 
having  good  schools  and  giving  children  good  starts  in  life,  things 
that  we  are  emphasizing  in  this  budget.  But  I  certainly  agree  that 
another  important  part  is  getting  the  deficit  down  and  not  leaving 
a  legacy  of  debt.  If  we  can  all  work  together  on  both  of  those  fronts, 
it  will  be  a  good  thing. 

Mr.  Largent.  So  what  I  understand  is  that  it  is  not  a  sensible 
thing  to  move  toward  a  balanced  budget?  Why  is  that?  I  don't  un- 
derstand that? 

Ms.  RiVLiN.  Reducing  the  deficit  is  a  very  desirable  thing.  The 
administration's  actions  have  shown  the  intensity  of  our  focus  on 
the  deficit.  We  now  have  the  deficit  under  control  and  it  is  decreas- 
ing in  relation  to  size  of  the  gross  domestic  product. 

But  we  are  not  satisfied  with  that.  We  want  to  work  with  the 
Congress  to  do  more.  We  must  do  more  on  health  care  reform,  first 
and  foremost,  and  other  kinds  of  entitlement  changes. 

Mr.  Largent.  Well,  the  only  thing  I  would  add,  and  then  I  will 
yield  back  the  balance  of  my  time,  is  that  we  are  here  to  help  you 
do  more  and  I  mean  that  sincerely. 

Ms.  RiVLlN.  Good. 

Chairman  Kasich.  Thank  you,  Mr.  Largent. 

Mrs.  Myrick. 

Mrs.  Myrick.  Thank  you.  I  have  a  couple  more  specific  questions 
relative  to  HUD.  The  reinvention  blueprint  calls  for  reducing  agen- 
cies like  from  60  down  to  3  and  really  consolidating  and  eventually 
moving  to  a  complete  voucher  system. 

Ms.  RiVLiN.  Right. 

Mrs.  Myrick.  My  question  is,  does  the  budget  reflect  replacing 
this  current  system,  the  operating,  modernizing  and  also  the  devel- 
opment subsidies  to  public  housing  authorities  with  a  State-admin- 
istered voucher  system;  and  then,  if  so,  why  are  we  allowing  public 
housing  authorities  to  construct  any  more  units  of  housing  when  it 
costs  twice  as  much  per  unit  as  we  all  know  to  do  that? 

Then  I  have  a  couple  more  questions. 

Ms.  RiVLlN.  Well,  the  budget  does  reflect  the  costs  of  putting  the 
HUD  reinfention  plan  in  place  over  a  number  of  years.  It  is  a 
staged  plan.  We  all  feel  that,  in  general,  public  housing  has  not 
been  a  success.  But  that  is  not  universally  true.  Elderly  housing 
has,  as  you  know,  worked  quite  well. 

We  would  all  like  to  change  the  image  of  public  housing  as  mas- 
sive units  that  have  become  wastelands.  We  believe  that  those 
must  be  changed;  we  are  proposing  to  close  many  dilapidated  and 
unoccupied  units  immediately.  In  addition,  we  are  also  moving,  as 
you  suggest,  to  a  voucher  system. 

But  freezing  construction  when  things  are  in  progress  is  a  hard 
thing  to  do,  so  there  may  be  some  additional  units  constructed  or 
repaired,  which  is  even  more  necessary.  This  budget  does,  however, 
try  to  put  us  on  a  track  to  making  public  housing  into  a  better  ad- 


41 

ministered  system  that  gradually  works  off  vouchers  rather  than 
subsidizing  the  units. 

Mrs.  Myrick.  My  next  question  is  relative  to  HUD's  homeless 
programs.  I  have  had  experience  with  this,  having  been  mayor  of 
a  city.  There  has  never  been  any  flexibility,  so  I  was  delighted  to 
see  there  is  going  to  be  some  innovation,  some  chance  for  the 
States  and  local  governments  to  come  forward. 

Ms.  RiVLIN.  Grood. 

Mrs.  Myrick.  The  question  is  how  much  flexibility  will  thev  have 
without  government  interference?  Because  that  has  always  oeen  a 
problem  in  the  past,  that  even  though  the  Feds  say  they  turn  it 
over,  they  still  say  you  have  to  do  this  and  this  and  this  and  this? 
Do  you  know  what  the  flexibility  will  be? 

Ms.  RrvLlN.  Well,  that  relates  to  the  performance  partnerships 
which  I  mentioned  in  my  opening  statement.  We  want  to  get  away 
from  Federal  rules  that  say  you  have  to  do  this  and  that  and  spend 
the  money  in  the  following  ways.  We  would  like  to  get  to  the  point 
where  the  Federal  Government  and  localities  can  come  to  an  agree- 
ment on  what  is  to  be  accomplished;  what  the  end  result  is  to  be; 
and  what  are  the  ways  of  measuring  it.  The  Federal  Gk)vemment 
would  then  give  the  locality  the  maximum  flexibility  to  work  to- 
ward achieving  the  goals  set  forth  by  the  agreement. 

Mrs.  Myrick.  Is  there  going  to  be  a  coordination  between  the 
homeless  programs  under  HHS  and  HUD  relative  to  block  grants? 
Seems  like  a  duplication  in  a  lot  of  areas. 

Ms.  RiVLlN.  That  does  seem  like  a  duplication  and  we  have 
talked  about  that.  I  don't  think  the  budget  explicitly  addresses  that 
issue,  but  it  is  part  of  the  ongoing  conversation  about  the  second 
phase  of  the  reinventing  government  initiative. 

Mrs.  Myrick.  My  final  question  is  very  simply  that  if  the  blue- 
print is  enacted  as  you  say  over  some  years,  except  for  some  mini- 
mal oversight  in  some  of  the  fair  housing  that  would  have  to  be  ad- 
ministered, frankly,  what  is  there  left  for  HUD  to  do?  You  may  or 
may  not  choose  to  respond. 

Ms.  RiVLlN.  I  think  that  is  a  fair  question.  HUD  would  not  only 
continue  to  write  the  checks,  as  it  were,  but  it  would  also  have  to 
work  with  the  States  and  localities  to  ensure  that  performance  is 
actually  happening. 

I  would  add  that  our  proposal  is  not  about  mere  revenue-sharing. 
We  are  not  going  to  give  States  and  localities  money  and  fail  to  ask 
what  they  did  with  it.  Our  concept — and  it  is  one  that  needs  to  be 
worked  out  very  carefully  between  the  different  levels  of  govern- 
ment— is  that  we  agree  on  some  measures  of  performance  and  then 
give  the  States  and  localities  maximum  flexibility. 

But  HUD  and  the  affected  jurisdictions  would  have  to  jointly 
monitor  what  is  happening  under  these  grants. 

Mrs.  Myrick.  It  appears  that  there  was  an  increase — OK,  sorry. 

Ms.  RiVLlN.  Maybe  we  can  talk  about  this  off-camera. 

Chairman  Kasich.  Ms.  Roybal-Allard. 

Ms.  Roybal-Allard.  As  often  happens,  my  questions  are  being 
asked. 

Chairman  Kasich.  Would  you  like  to  yield  to  her? 

Ms.  Roybal-Allard.  No,  I  would  like  to  follow  up  with  another 
question. 
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One  of  the  concerns  that  I  have  is  that  through  the  consolidation 
process  we  will  lose  whatever  positive  aspects  there  are  with  re- 
spect to  certain  programs.  For  example,  my  understanding  is  that 
the  administration  is  planning  to  consolidate  a  variety  of  health 
care  programs,  such  as  the  community  health  center  grants,  mi- 
grant health  center  grants,  health  care  for  the  homeless,  and 
health  care  for  residents  of  public  housing  grants  into  what  is 
being  called  clusters  with  a  common  application  and  review  proc- 
ess. 

I  understand  the  need  for  the  flexibility  to  the  States  and  the  lo- 
calities. You  have  partly  answered  the  question  in  terms  of  how 
they  are  going  to  be  held  accountable  which  in  fact  has  not  yet 
been  determined.  It  is  going  to  be  a  decision  between  the  Federal 
Government  and  the  States  as  to  how  we  are  going  to  hold  them 
accountable.  Is  that  what  I  understood  you  to  say? 

Ms.  RiVLiN.  That  is  why  we  are  calling  them  performance  part- 
nerships. And  you  are  absolutely  right,  all  of  the  details  have  not 
yet  been  worked  out. 

Ms.  Roybal-Allard.  I  understand  that  you  are  going  to  be  using 
performance  indicators;  is  that  correct? 

Ms.  RiVLlN.  Yes,  and  those  indicators  will  have  to  be  developed. 

Ms.  Roybal-Allard.  OK,  but  what  realistic  or  reliable  informa- 
tion do  you  have  that  demonstrates  these  kinds  of  performance  in- 
dicators actually  work?  I  am  not  convinced  that  they  actually  work. 
And  I  was  wondering  why  you  based  your  proposal  on  performance 
indicators.  Do  you  have  any  reliable  evidence? 

Ms.  RiVLiN.  Well,  I  understand  your  skepticism,  because  all  of 
the  details  have  not  yet  been  worked  out.  But  health  care,  for  in- 
stance, offers  us  a  good  example  of  how  these  indicators  might 
work.  Many  health  care  objectives  are  measurable.  Numbers  of 
cases  of  various  diseases  and  infant  mortality  rates  are  just  two  of 
many  indicators  for  problems  in  the  health  care  arena. 

But  not  all  jurisdictions  have  the  same  problems.  In  our  current 
situation,  the  Federal  Government  often  pretends  that  everybody  is 
the  same.  We  are  trying  to  rectify  that,  by  giving  communities  an 
opportunity  to  say — these  are  the  problems  we  want  to  address  and 
here  is  how  we  want  to  measure  our  progress.  The  Federal  Govern- 
ment should  be  a  part  of  that  conversation,  but  not  to  the  extent 
that  we  write  the  rules  about  how  you  should  spend  the  money  to 
get  the  result. 

Ms.  Roybal-Allard.  Thank  you. 

Chairman  Kasich.  Let  me  see  the  line-up  here. 

Mr.  Hoke  and  then  Mr.  Shadegg  and  then,  finally,  Ms.  Woolsey, 
and  then  we  will  conclude  with  Mr.  Nussle. 

Mr.  Hoke.  Thank  you,  Mr.  Chairman. 

Dr.  Rivlin,  I  have  to  say  I  will  break  ranks  here  and  say  I  was 
not  disappointed  with  your  budget.  It  was  pretty  much  exactly 
what  I  expected.  It  seems  to  me  it  is  a  bit  of  a  "Me,  too  budget". 
It  feels  a  lot  like  there  is  going  through  the  motions  to  put  some- 
thing on  the  table.  You  have  a  responsibility  legislatively  to 
produce  a  budget,  the  President  has  to  do  that,  and  I  think  that 
is  kind  of  what  he  has  done  here. 

He  certainly  has  left  to  Congress  to  make  the  tough  choices,  and 
it  does  not  seem  to  me  there  is  much  leadership  being  exhibited 
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here  in  terms  of  taking  what  are  very  difficult  choices  that  must 
be  made,  particularly  in  the  medical  entitlements  areas.  What  it 
does  do  is  it  increases — it  continues  to  have  a  $200  billion  deficit 
for  the  next  5  years  and  it  goes  up  a  little  bit  more,  but  it  adds 
a  trillion  dollars  to  the  debt  over  the  next  5  years.  It  increases  the 
net  interest  from  $204  billion  in  1994  to  $310  billion  in  the  year 
2000.  That  is  a  50-percent  increase  in  the  interest  that  we  are  pay- 
ing on  our  Federal  debt. 

I  think  that  in  the  sense  that  when  you  testified  before  our  Judi- 
ciary Committee  on  January  10,  you  made  it  very  clear  then  that 
there  was  really  no  attempt  nor  was  there  a  feeling  that  it  was  nec- 
essary to  really  balance  the  budget  to  get  to  a  balanced  budget 
where  outlays  and  receipts  were  in  balance 

Ms.  RiVLlN.  You  are  referring  to  a  hearing  on  the  balanced  budg- 
et amendment.  I  was  saying  that  calling  for  balance  every  year,  or 
in  a  particular  year,  was  not  a  good  idea  in  the  context  of  discuss- 
ing the  amendment. 

Mr.  Hoke.  I  think  Mr.  Smith  of  Texas  specifically  asked  you  if 
there  was  a  plan  or  a  feeling  on  the  part  of  the  administration  that 
this  was  a  target  or  a  goal  you  even  wanted  to  work  toward,  and 
if  so  what  was  the  date?  And  if  I  am  wrong,  if  you  gave  a  time  that 
you  would  be  ready  to 

Ms.  RiVLlN.  No,  I  specifically  did  not.  I  do  not  believe  that  one 
can  say  the  budget  should  be  balanced  in  every  year  or  that  it 
ought  to  be  tied  to  some  particular  number  in  a  future  year. 

Mr.  Hoke.  I  will  ask  the  question  again  then:  Do  you  think  the 
budget  should  be  balanced? 

Ms.  RiVLlN.  I  think  the  budget  should  be  balanced  on  the  aver- 
age over  the  business  cycle  and  we  should  get  to  that  position  as 
quickly  as  we  can. 

Mr.  Hoke.  But  it  would  be  in  the  next  7  years  for  sure. 

Ms.  RiVLlN.  I  don't  know. 

Mr.  Hoke.  The  budget  you  have  created  does  not  do  that. 

Ms.  RrvLiN.  The  best  time  to  get  to  balance  would  depend  on  the 
economic  situation.  I  believe  a  balanced  budget  is  a  possibility  if  we 
control  the  cost  of  health  care  and  enact  some  or  all  of  the  changes 
that  are  in  our  budget. 

Mr.  Hoke.  All  right.  Well,  I  accept  that  and  I  am  glad  you  feel 
that  way.  Certainly  there  is  no  documentation  whatever  that  re- 
flects that  in  anjrthing  that  the  administration  is  producing. 

There  was  one  specific  question,  because  I  think  I  do  not  under- 
stand what  I  thought  I  understood  you  indicated;  that  netting 
out — that  you  would  be  netting  out  the  interest  payments  to  come 
to  this  $204  billion  figure  of  interest  for,  say,  fiscal  1994.  Does  that 
mean  that  interest  that  is  owed  to  all  the  various  trust  funds 

Ms.  RiVLiN  [continuing].  Interest  owed  to  all  the  various  trust 
funds  is  netted  out  of  that  figure.  Interest  paid  to  the  U.S.  Govern- 
ment is  also  netted  out  of  that  figure. 

Mr.  Hoke.  I  understand,  sure.  But  you  could  gross  both  of  those 
numbers  up  and  it  would  give  a  more  accurate  reflection. 

Ms.  RiVLiN.  It  gives  a  different  fixture.  It  is  an  answer  to  a  dif- 
ferent question. 
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Mr.  Hoke.  The  answer  to  the  question  of  what  is  the  total 
amount  of  debt  and  what  is  the  total  amount  of  interest  and  the 
total  amount  of  receipts  as  opposed  to  what  are  the  net. 

Ms.  RiVLlN.  Sure,  both  are  legitimate  questions. 

Mr.  Hoke.  Do  you  know  what  the  gross  amount  is  of  the  inter- 
est? How  much  do  we  pay  in  interest,  if  you  can  get  that  for  me? 

Ms.  RiVLlN.  To  the  Social  Security  and  other  trust  funds? 

Mr.  Hoke.  Yes,  Social  Security  and  other  trust  funds.  I  want  to 
know  that  because  I  was  under  the  impression  that  we  were  only 
spending — only  spending — $204  billion  a  year  on  interest.  That  is 
apparently  not  the  case. 

Ms.  RiVLlN.  No,  the  government  does  pay  interest  to  itself. 

Mr.  Hoke.  Right. 

Ms.  RiVLlN.  It  pays  interest  to  the  trust  funds  the  American  pub- 
lic owns. 

Mr.  Hoke,  There  was  one  other  thing  I  wanted  to  bring  up  before 
my  time  expires,  and  that  is  that  I — we  had  a  colloquy  on  January 
10,  when  you  testified,  and  I  specifically  asked — or  you  made  an  al- 
legation then  that  if  we  cut  spending,  we  would  have  to  cut  spend- 
ing by  32  percent,  exempt  Social  Security  and  Medicare,  defense  in- 
terest, in  order  to  get  to  a  balanced  budget  in  7  years.  And  I  asked 
you  if  that  was  based  on  current  services  baseline.  You  said  of 
course  it  was. 

I  asked  you  to  calculate  what  that  would  be  under  a  zero  base- 
line. You  said  that  you  would  do  that.  I  sent  you  a  letter.  I  have 
not  received  a  response.  I  just  want  to  get  on  the  record  again 
today  that  I  would  very  much  like  to  know  that,  because  when  you 
talk  about  a  32-percent  cut,  in  fact,  the  truth  is  that  we  are  spend- 
ing more  money  to  get  to  that  same  place,  and  it  is  only  because 
of  this  alchemy  of  baseline  budgeting  that  we — not  you,  I  don't 
mean  this  in  a  personal  way — that  we  inside  of  Washington  here 
can  abuse  language  in  a  way  that  truly  confuses  the  American  pub- 
lic. 

[The  information  referred  to  follows:! 

Hon.  Martin  R.  Hoke, 
House  of  Representatives, 
Washington,  DC,  January  19,  1995. 
Hon.  Alice  Rivlin, 

Director,  Office  of  Management  and  Budget,  Executive  Office  Building,  Washington, 
DC. 

Dear  Director  Rivlin:  Thank  you  so  much  for  taking  time  out  of  your  busy 
schedule  to  testify  before  the  Judicary  Committee's  Subcommittee  on  the  Constitu- 
tion. It  was  good  to  hear  your  views  on  the  proposed  balanced  budget  constitutional 
amendment. 

You  indicated  during  your  testimony  that  in  order  to  achieve  a  balanced  budget 
by  the  year  2002,  we  would  have  to  cut  spending  by  32  percent  if  we  exempted  So- 
cial Security,  Medicare,  defense  and  interest  on  the  debt. 

You  will  recall,  I  asked  you  if  that  percentage  was  based  on  a  current  services 
baseline,  and  if  so,  what  the  percentage  would  be  if  calculated  under  zero  baseline 
budgeting.  You  responded  that  indeed  the  32  percent  was  based  on  a  current  serv- 
ices baseline  and  that  you  would  be  happy  to  redo  the  calculation  under  a  zero  base- 
line. 

I  am  sure  that  your  staff  is  working  on  this,  but  I  wanted  to  remind  you  of  your 
offer.  If  possible,  1  would  appreciate  having  this  information  before  the  House  con- 
siders H.J.  Res.  1. 

I  would  also  like  to  include  the  information  in  the  permanent  record  of  the  sub- 
committee hearing. 
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Thank  you  for  the  attention  to  this  matter.  I  look  forward  to  hearing  back  from 
you  in  the  next  few  days. 
Kindest  personal  regards. 
Very  truly  yours, 

Martin  R.  Hoke, 
Member  of  Congress. 

Office  of  Management  and  Budget, 
Executive  Office  of  the  President, 

Washington,  DC,  February,  15,  1995. 

Hon.  Martin  R.  Hoke, 

U.S.  House  of  Representatives, 

Washington,  DC. 

Dear  Congressman  Hoke:  I  enjoyed  the  opportunity  to  appear  before  the  House 
Judiciary  Committee's  Subcommittee  on  the  Constitution  to  discuss  the  Balanced 
Budget  Amendment  last  month.  At  my  testimony,  and  again  in  a  letter  to  me  follow- 
ing the  testimony,  you  asked  what  across-the-board  cuts  would  be  required  to 
achieve  a  balanced  budget  by  2002,  calculated  under  zero  baseline  budgeting  meth- 
odology, assuming  exemption  of  Social  Security,  Medicare,  defense,  and  interest  on 
the  debt? 

As  the  enclosed  table  shows,  cuts  of  24.5  percent  would  be  required  to  balance 
the  budget  in  2002.  The  zero  baseline  budgeting  methodology  used  in  calculating 
this  percentage  holds  total  discretionary  outlays  constant  between  1995  and  2002 
at  the  1995  level  of  $544  billion.  Within  this  total,  however,  defense  is  allowed  to 
increase  for  inflation.  Thus,  non-defense  spending  must  be  restrained  to  meet  the 
overall  discretionary  limits.  As  a  result,  by  2002  the  real  purchasing  power  of  non- 
defense  spending  need  to  be  cut  by  36.7  percent  from  its  1995  level  even  before  ap- 
plying the  24.5  percent  across-the-boara  cut.  Put  another  way,  real  non-defense 
spending  would  need  to  be  cut  about  60  percent  to  balance  the  budget  in  2002  under 
the  conmtions  outlined  in  your  question. 

I  apologize  for  taking  so  long  to  answer  your  question.  I  hope  this  information  is 
helpful  to  you. 
Sincerely, 

Alice  M.  Rivlin, 

Director. 

Enclosure. 

ACROSS-THE-BOARD  CUTS  TO  BALANCE  BY  2002  WITH  DISCRETIONARY  HELD  AT  1995  LEVEL 

[In  billions  of  dollars] 

1995  1996  1997  1998  1999         2000         2001  2002 

CBO   Baseline  with  discretionary  held   at 
1995  level: 

Receipts  $1,355     $1,418     $1,475     $1,546     $1,618     $1,697     $1,787     $1,880 

Outlays: 

Discretionary: ' 

Defense 270         270         278         285         295         304         315         325 

Nondefense  274         274         266         259         250         240         230         219 

Total,  discretionary  ....  544  544  544  544  544  544         544  544 

CBO  mandatory: 

Social  Security 334 

Medicare  2 176 

Medicaid 90 

Other 245 

Total,  CBO  mandatory 

Deposit  insurance 

Offsetting  receipts 

Net  interest 

Total  outlays 1,531 

Deficit 


352 

371 

390 

411 

433 

456 

481 

196 

217 

238 

262 

286 

314 

344 

100 

111 

123 

136 

149 

164 

179 

251 

264 

274 

288 

303 

311 

323 

845 

899 

962 

1,026 

1,097 

1,173 

1,245 

1,328 

-16 
-77 
235 

-9 
-73 
260 

-5 
-76 
270 

-5 
-79 
279 

-3 
-82 
292 

-3 
-84 
307 

-3 
-88 
318 

-3 
-93 
332 

1,531 

1,620 

1,695 

1,765 

1,848 

1.937 

2,016 

2,108 

176 

203 

220 

219 

230 

239 

229 

229 

46 

ACROSS-THE-BOARD  CUTS  TO  BALANCE  BY  2002  WITH  DISCRETIONARY  HELD  AT  1995  LEVEL— Continued 

[In  billions  of  dollars] 
1995  1996  1997  1998  1999  2000  2001  2002 

Balance  in  2002: 

Target  deficit 176         174         155         116  71  59  26  0 

Required  savings-. 

Programmatic  0  28  61  93         142         153         165         177 

Debt  service 0  1  4  9  17  27  39  52 

Total  savings 0  29  65         103         159         180         203         229 

Across-the-board  savings  as  percent  of  all 
programmatic  outlays  except: 

Social  Security 2.5  5.4  7.9  11.5  11.9  12.3  12.7 

Social  Security  and  Medicare 3.1  6.6  9.9  14.7  15.3  16.1  16.9 

Social  Security  and  defense 3.4  7.1  10.4  15.2  15.6  16.2  16.6 

Social  Security,  Medicare,  and  defense      4.4  9.5  14.2  21.1  22.1  23.3  24.5 

■Assumes  defense  Is  Inflated  and  nondefense  Is  constrained  to  meet  caps. 

'  Excludes  SMI  premiums. 

Note. — Programmatic  outlays  exclude  net  interest,  offsetting  receipts,  and  deposit  insurance. 

Ms.  RiVLlN.  While  I  am  not  in  favor  of  confusing  the  American 
public,  I  believe  that  when  you  think  about  what  it  costs  to  deliver 
services  to  the  American  people,  whether  those  services  are  on  the 
domestic  side  or  on  the  defense  side,  you  have  to  consider  inflation. 

If  we  were  to  tell  the  Secretary  of  Defense  that  he  cannot  count 
the  rising  costs  of  oil  and  other  things,  but  has  to  deliver  the  same 
defense  services  no  matter  what  inflation  is,  it  is 

Mr.  Hoke.  I  would  say  that  we  have  to  start  where  we  do  not 
cut,  and  then  explain  where  we  are  going  to  as  opposed  to  the  op- 
posite, because  it  creates  all  the  wrong  biases  in  the  argument. 

Thank  you,  Mr.  Chairman. 

Chairman  Kasich,  Thank  you.  We  have  three  questioners  left, 
Mr.  Shadegg,  who  is  up,  then  Ms.  Woolsey,  and  Mr.  Nussle.  We 
will  see  if  we  can  work  them  in  somehow. 

Mr.  Shadegg.  Let  me  be  brief. 

I  would  associate  myself  with  Mr.  Hoke's  comments.  The  people 
in  my  district,  when  they  understand  the  word  "cut"  or  hear  the 
word  "cut",  they  think  it  is  from  this  dollar  down  to  this  dollar. 
And  when  you  tell  them  it  is  a  33-percent  cut — indeed,  when  you 
sat  here  today  and  testified  it  is  a  33-percent  cut,  that  strikes  me 
as  rather  drastic.  But  when  you  say  that  is  a  33-percent  cut  from 
where  we  were  going  to  go,  had  we  proceeded  along  the  projection, 
I  think  the  American  people  deserve  to  know,  well,  we  are  here,  it 
will  grow  X  percent,  if  we  want  to  reduce  it,  we  have  to  cut  it  a 
certain  percentage  from  that.  Or,  conversely,  state  to  them  here  is 
what  the  growth  is  going  to  be,  not  a  33-percent  cut,  because  they 
think  it  is  a  33-percent  cut  from  where  we  are. 

Ms.  RiVLiN.  I  think  they  need  both  numbers  because  they  also 
need  to  understand 

Mr.  Shadegg.  But  they  do  not  have  the  first  number,  the  num- 
ber Mr.  Hoke  asked  for.  And  I  join  in  that  request  for  that  number. 

Ms.  RiVLlN.  Yes,  but  let  me  finish. 

The  American  people  also  need  to  know  that  if  we  were  to  hold 
Medicare,  for  instance,  to  3  percent  growth  per  year,  they  would 
get  much  less  in  the  way  of  services.  They  would  not  be  eligible  for 
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benefits  when  they  went  to  the  doctor.  That  is  important  for  them 
to  know,  too. 

Mr.  Shadegg.  Precisely.  But  if  they  do  not  know  how  much  it  is 
going  to  pay  for  that,  then  they  cannot  know  where  you  are  coming 
from  when  you  say  it  needs  a  33-percent  cut. 

Mr.  Shays  [presiding].  Would  the  gentleman  suspend  for  1  sec- 
ond? You  have  already  voted;  correct? 

Do  you  want  to  go  vote  now  and  quickly  come  back? 

Ms.  WOOLSEY.  No,  I  cannot.  I  have  to 

Mr.  Shays.  The  gentleman  may  continue. 

Mr.  Shadegg.  I  have  similarly  not  voted,  so  I  will  try  to  be  brief. 

I  have  focused  on  a  couple  of  your  comments  today  and  I  am  tell- 
ing you  I  am  disappointed  in  the  President's  budget  and  I  am  actu- 
ally confused  about  the  budget  process  at  this  point.  Today,  in  your 
earlier  remarks,  you  said  the  President  is  wholly  behind  welfare  re- 
form but  it  would  have  served  no  purpose  to  restate  his  position 
on  that  in  the  budget. 

Why  would  it  not  have  served  a  purpose  if  he  believes  in  welfare 
reform  to  put  a  figure  in  the  budget  saying  this  is  my  idea  and 
there  is  where  I  think  we  can  get  on  welfare  reform  and  how  much 
we  can  save? 

Ms.  RrvLiN.  It  would  not  have  served  a  purpose  because  we  are 
engaged  in  active  negotiation  with  Members  of  Congress  as  well  as 
Governors  and  mayors  to  come  up  with  a  common  proposal.  We 
think  there  is  some  common  ground  there.  We  do  have  a  proposal. 
We  had  the  proposal  before  the  Congress  last  year.  It  is  very  spe- 
cific. Everybody  knows  about  it.  But  we  now  think  we  need  to  work 
with  the  Congress  and  with  the  States. 

Mr.  Shadegg.  On  the  new  proposal,  but  from  this  budget,  since 
there  is  no  figure  for  welfare  reform,  it  appears  you  have  aban- 
doned that,  at  least  on  the  face  of  the  budget. 

Ms.  RiVLlN.  We  have  not  abandoned  it.  We  simply  did  not  put 
it  in  the  budget  because  we  are  in  active  negotiation  over  it. 

Mr.  Shadegg.  You  said  today  in  your  testimony  you  want  us  to 
enact  this  budget  the  way  it  is,  which  I  guess  sends  to  me  the  mes- 
sage that  you  do  not  want  to  accomplish  welfare  reform  in  this 
budget. 

Ms.  RiVLlN.  I  didn't  say  that  I  didn't  want  to  accomplish  welfare 
reform.  I  said  that  enacting  this  budget  would  be  a  good  start.  But 
Congress  should  not  enact  a  budget  and  do  nothing  else.  Clearly, 
there  are  things  we  would  like  to  work  on  with  the  Congress,  as 
we  have  in  the  past. 

For  example,  look  at  the  General  Agreement  on  Tariffs  and 
Trade.  GATT  had  bipartisan  support.  It  had  to  be  paid  for.  That 
was  not  easy.  But  we  worked  it  out  with  the  Congress  and  got  it 
passed. 

Mr.  Shadegg.  Would  it  not  have  then  been  useful  if  the  Presi- 
dent wanted  to  get  to  welfare  reform  or  Medicare  or  Medicaid  re- 
form, or  wanted  to  deal  with  the  issue  of  the  Medicaid  trust  fund 
going  broke,  to  have  put  some  flag  out  there  and  said  I  think  we 
need  to — I  recognize  these  problems  and  here  are  the  amounts  I 
think  we  can  save.  When  I  start  a  negotiation,  I  usually  say  what 
I  want  and  then  I  negotiate. 
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Ms.  RiVLlN.  We  have  put  out  the  flag  on  welfare  reform  and  we 
want  to  work  with  you  on  it.  This  budget  does  not  Ust  every  issue 
on  which  we  would  like  to  work  with  the  Congress. 

Mr.  Shays.  I  would  love  Ms.  Woolsey  to  be  able  to  ask  a  ques- 
tion. Is  that  all  right? 

Mr.  Shadegg.  I  would  yield.  Thank  you. 

Ms.  Woolsey.  Oh,  thank  you  for  yielding.  I  am  such  a  compas- 
sionate person.  I  sit  here  so  you  are  not  going  to  be  alone.  And  I 
didn't  want  everybody  to  be  alone  over  there.  And  I  also  am  finding 
myself  feeling  so  sorry  for  the  disappointment  on  the  other  side. 

Ms.  RrvLlN.  It  is  tragic. 

Ms.  Woolsey.  It  is  tragic,  and  I  am  anxiously  awaiting  the  new 
majority's  plan  to  meet  their  disappointment,  and  I  am  hoping  that 
that  plan  will  not  get  in  the  way  of  something  in  this  budget  that 
you  agree  with  and  the  President  agrees  with,  and  I  do,  and  that 
is  that  education  is  truly  the  No.  1  investment  in  this  country. 

I  have  been  so  pleased  that  the  budget  invests  in  helping  kids 
go  to  college  and  that  the  American  people  know  this  should  not 
be  a  bipartisan  or  a  partisan  issue.  They  are  89  percent  in  favor 
of  financial  aid  to  students,  and  they  agree  that  financial  aid  and 
investing  in  American  students  is  the  way  to  go. 

I  am  going  to  cut  through  a  whole  bunch  of  stuff,  but  if  the  Con- 
tract on  America  did  what  it  was  going  to  do,  how  do  you  think 
that  would  impact  students  and  student  aid? 

Ms.  RrvLiN.  If  the  budget  is  to  be  balanced  and  the  contract's 
large  tax  cut  financed,  you  would  have  to  cut  all  kinds  of  programs, 
including  student  aid.  I,  too,  am  worried  that  the  contract  would 
negate  the  great  progress  that  we  have  made  in  improving  opportu- 
nities for  students  to  go  to  college. 

This  budget  emphasizes  not  only  elementary  and  secondary  edu- 
cation, but  student  aid  as  well.  We  are  administering  the  direct 
loan  program  in  a  more  effective  way  than  ever  before.  We  believe 
the  direct  loan  program  is  saving  the  government  billions  of  dol- 
lars, and  we  have  accelerated  it  accordingly.  The  colleges  that  are 
participating  seem  very  satisfied  with  the  program.  We  have  also 
increased  the  amount  of  Pell  grants.  The  individual  grant  is  higher 
in  this  budget  than  it  has  ever  been  and  is  helping  millions  of  low- 
income  students  to  get  the  education  they  need. 

Ms.  Woolsey.  Thank  you. 

Mr.  Shays.  Ms.  Rivlin,  we  are  going  to  get  you  out  of  here  by 
1  because  I  know  you  have  a  1  o'clock  meeting. 

Ms.  Rivlin.  Good. 

Mr.  Shays.  Mr.  Allard  and  we  appreciate  the  fact  you  have  been 
here  2  Viz  hours  and  appreciate  your  testimony.  Mr.  Allard. 

Mr.  Allard.  Thank  you,  Mr.  Chairman. 

I  would  have  to  assess  this  budget  as  a  status  quo  budget.  It 
does  not  do  anything  differently  as  far  as  health  care  is  concerned, 
whether  it  is  Medicare  or  Medicaid,  whether  it  is  welfare  reform. 
I  serve  on  the  Ag  Committee  and  I  was  very  interested  what  you 
said  about  farm  programs.  You  did  not  go  into  detail  there.  So  I 
guess  I  must  join 

Ms.  Rivlin.  We  think  you  are  going  to  reauthorize  the  farm  bill. 

Mr.  Allard.  Let  me  finish  and  I  will  give  you  a  chance  to  re- 
spond. 
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Ms.  RiVLlN.  Sorry. 

Mr.  Allard.  I  must  join  the  chorus  of  those  who  have  expressed 
disappointment  in  this  budget.  I  simply  feel  also  that  the  deficits 
are  too  large.  We  are  not  moving  toward  a  balanced  budget,  which 
in  our  amendment  would  be  required  in  2002. 

I  have  stated  repeatedly  in  order  to  get  there  that  we  have  to 
keep  our  spending  rate  at  2  percent.  This  year's  budget  from  the 
President  is  a  5-percent  growth  in  spending  and  then  you  projected 
on  an  average,  over  the  next  5  years,  4.4  percent  growth.  This  is 
more  than  twice  the  rate  of  growth  that  would  be  required  to  get 
to  the  balanced  budget  by  2002. 

Now,  I  would  agree  with  you  and  the  President  that  we  should 
challenge  the  Congress  to  do  better,  and  I  am  confident  that  we 
will  and  I  would  like  to  remind  my  Republican  colleagues  that  we 
will  have  to  come  up  with  close  to  six  times  as  much  as  the  admin- 
istration in  spending  restraint.  The  American  people  really  elected 
us  to  do  a  job  and  I  think  we  must  do  that. 

I  would  like  to  ask  two  questions  pertaining  to  agriculture:  the 
administration's  budget  shows  $1.5  billion  in  farm  commodity  sav- 
ings this  year.  It  shows  the  baseline  for  farm  programs  dropping 
to  $6.4  billion  by  2000.  Now,  this  is  $2  billion  lower  than  what 
CBO  reflected. 

I  guess  looking  at  your  figures  here,  you  apparently  are  assum- 
ing |l.5  billion  in  farm  program  savings  from  policy  changes  after 
1998,  and  I  do  not  see  any  detail  in  this  plan  and  no  information 
on  the  administration's  farm  proposal  that  will  get  us  to  that.  And 
that  is  the  card  I  would  like  to  have  you  turn  over  for  this  commit- 
tee so  we  can  see  how  you  got  to  that  figure. 

Ms.  RiVLlN.  I  can  provide  more  details  on  the  figure.  I  do  not 
think  we  have  any  policies  cutting  into  1998.  There  may  be  esti- 
mates of  what  happens  to  the  farm  economy  in  that  period  and  the 
phasing  in  of  some  of  the  changes  that  were  made  in  accordance 
with  the  GATT  agreement.  But  I  will  get  you  details  on  that. 

We  soon  hope  to  have  a  new  Secretary  of  Agriculture  who  has 
a  lot  of  experience  working  in  the  Congress  on  farm  programs.  And 
we  will  work  with  the  Congress  as  you  develop  the  1995  farm  bill. 
But  as  you  know 

Mr.  Allard.  I  will  be  looking  forward  to  your  response  to  this 
question  in  detail.  If  you  are  right,  if  that  is  an  improved  farm 
economy,  I,  with  a  lot  of  other  farmers,  will  be  just  delighted.  But 
I  have  a  feeling  this  has  more  to  do  with  the  difference  in  policy 
and  I  want  to  see  that. 

Ms.  RiVLiN.  OK,  we  will  spell  that  out  for  you.  But  we  have  not 
put  the  changes  that  we  expect  in  the  farm  bill  into  this  budget. 
There  is  no  hidden  agenda  here. 

Mr.  Allard.  Well,  I  guess  you  can  see  why  I  say  this  is  a  status 
quo  budget.  Every  question  while  I  have  been  here  talks  about 
Medicare,  Medicaid,  farm,  or  whatever,  and  there  has  been  no 
change. 

Let  me  bring  up  another  question.  The  administration  calls  for 
nearly  $13  billion  in  user  fees,  and  some  of  these  I  would  have  to 
categorize  as  taxes.  For  example,  $106  million  in  higher  meat  and 
poultry  inspection  fees.  There  is  no  choice  in  these  inspections.  If 
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you  are  in  the  business,  you  have  to  pay  them;  and,  therefore,  I 
think  they  become  taxes. 

Would  you  agree  with  me  that  these  are  actually  higher  taxes  on 
a  particular  industry  since  there  is  no  choice?  It  is  not  like  going 
to  a  park  and  you  pay  the  fee  because  you  choose  to  do  that.  You 
have  to  provide  meat  and  you  have  to  provide  food  for  this  country, 
and  so  in  that  way  it  is  a  targeted  tax;  would  you  agree? 

Ms.  RiVLlN.  No,  I  would  not  agree  with  you.  The  meat  and  poul- 
try industry  wants  to  sell  meat  and  poultry  that  does  pass  the  gov- 
ernment test.  This  is  a  user  fee  like  other  kinds  of  user  fees. 

Mr.  Allard.  I  would  have  to  respectfully  disagree  with  that.  I 
think  it  is  a  targeted  tax,  but  I  see  my  time  is  over  with  so  I  will 
yield  back  to  the  chair.  . 

Mr.  Shays.  Thank  the  gentleman.  Mr.  Brownback,  thank  you  for 
waiting. 

Mr.  Brownback.  Thank  you,  Mr.  Chairman. 

Thank  you.  Dr.  Rivlin,  for  your  time  and  patience  with  us. 

Just  a  couple  of  real  basic  questions.  Do  you  support  or  have  you 
supported  balancing  the  budget? 

Ms.  Rivlin.  Oh,  yes.  In  fact,  I  am  on  record  saying  an  appro- 
priate stance,  overall,  on  the  average,  for  a  country  whose  savings 
rate  is  quite  low,  and  ours  is,  might  well  be  a  surplus  in  the  Fed- 
eral budget,  particularly  in  the  unified  budget. 

Mr.  Brownback.  At  this  point  in  time,  where  you  have  a  grow- 
ing economy  and  a  nation  not  at  war,  we  should  be  running  sur- 
pluses. 

Ms.  RrvLiN.  We  are  running  a  surplus  in  the  Social  Security 
Trust  Fund.  We  need  to  come  closer  to  balance  in  the  rest  of  the 
budget. 

Mr.  Brownback.  But  it  is  your  professional  opinion  we  should  be 
running  a  surplus  right  now? 

Ms.  Rivlin.  I  don't  believe  we  should  be  running  a  surplus  at 
this  particular  moment  because  we  could  not  get  there  without 
damaging  the  economy.  But  as  a  goal  for  the  future,  I  think  that 
balance  on  the  average  would  be  a  good  thing. 

Mr.  Brownback.  By  when? 

Ms.  RrvLiN.  I  cannot  give  you  a  particular  date.  It  depends  on 
the  economy  and  the  other  goals  the  government  is  trying  to  ac- 
complish. It  would  be  self-defeating  to  get  to  balance  by  cutting 
public  investment  that  is  needed  to  make  the  economy  grow  faster. 

Mr.  Brownback.  So  in  the  government  agencies  and  the  transfer 
of  payments  we  do  now  are  investments? 

Ms.  Rivlin.  No,  I  did  not  say  that. 

Mr.  Brownback.  But  you  said  we  cannot  cut  those  investments 
without  hurting  the  economy. 

Ms.  Rivlin.  No,  you  are  twisting  my  words.  I  said  that  the  desir- 
ability of  getting  to  balance  at  any  particular  moment  depends  not 
only  on  the  state  of  the  economy,  but  on  what  one  would  have  to 
cut  to  achieve  balance.  It  would  not  be  sensible  to  cut  into  invest- 
ments in  things  that  help  grow  the  economy,  that  is,  improving  the 
skills  of  the  work  force,  to  get  to  balance,  because  the  objective  of 
getting  to  balance  is  to  improve  the  economy. 

Mr.  Brownback.  So  you  are  pleased  with  continuing  deficits 
around  $190  billion,  inflation  of 
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Ms.  RiVLiN.  I  am  not  pleased  with  the  deficits  and  neither  is  the 
President.  But  we  have  gotten  the  deficit  under  control.  To  reduce 
the  deficit  further,  we  need  to  address  the  growth  of  health  care 
costs;  we  must  all  do  that  together. 

Mr.  Brownback.  You  are  just  not  willing  to  lay  a  plan  out  there 
now  to  do  that,  basically? 

Ms.  RiVLiN.  That  is  true.  We  want  to  work  with  the  Congress  on 
formulating  a  plan. 

Mr.  Brownback.  On  the  Department  of  Energy,  you  have  gone 
to  some  fanfare  about  reorganizing  the  Department  of  Energy. 

Ms.  RrvLiN.  Yes,  we  have. 

Mr.  Brownback.  But  your  budget  sends  it  up  this  coming  year 
rather  than  cutting  it  back.  That  does  not  seem  to  be  quite  the 
right  way  to  go  with  the  huge  debt  that  we  have  and  everybod^s 
displeasure  with  the  ongoing  deficit. 

Ms.  RiVLlN.  It  appears  to  go  up  this  year  because  of  commit- 
ments we  have  already  made  to  the  Department.  But  over  the  next 
5  years,  we  are  downsizing  the  Department  of  Energy  considerably. 
We  have  begun  that  process  this  year  by  improving  contracting  for 
the  environmental  cleanup,  which  is  a  very  big  part  of  the  Depart- 
ment's budget.  We  think  we  can  reap  considerable  savings  from 
making  the  contracting  more  efficient. 

Mr.  Brownback.  In  these  transition  times  and  realigning  these 
agencies,  do  you  think  we  may  be  at  a  point  in  a  couple  of  years 
possibly  that  we  could  eliminate  a  Federal  agency,  possibly  if  we 
are  looking  at  the  Department  of  Energy;  or  HUD  is  one  that  the 
administration  has  signaled  for  significant  realignment  in? 

Ms.  RiVLlN.  We  looked  at  that  option  with  respect  to  those  two 
agencies  and  the  Department  of  Transportation.  We  decided  that 
we  need  those  Departments,  but  that  they  could  be  substantially 
restructured  and  do  their  jobs  more  effectively. 

Mr.  Brownback.  So  your  position  is,  then,  we  need  all  the  gov- 
ernment we  currently  have. 

Ms.  Rivlin.  No,  that  is  not  my  position.  We  have  proposed  termi- 
nating several  small  agencies.  We  have  proposed  terminating  130 
programs.  We  have  proposed  the  substantial  downsizing  and  re- 
structuring of  five  agencies  and  of  other  departments.  We  will  be 
proposing  more.  What  I  said  was  that  we  looked  very  carefully  at 
eliminating  HUD,  Energy,  and  Transportation  and  while  we  de- 
cided that  we  needed  the  agencies,  we  also  decided  we  needed  them 
to  do  their  jobs  better. 

Mr.  Brownback.  But  you  floated  a  plan  back  in  December  to 
eliminate  HUD,  I  believe  energy  was  in  that  and  transportation? 

Ms.  Rivlin.  That  is  what  I  am  talking  about.  We  looked  at 
whether  we  needed  those  agencies.  We  decided  that  we  did.  In  the 
case  of  Transportation,  we  need  a  Federal  agency  that  is  in  charge 
of  ensuring  that  our  national  transportation  system  works  and  is 
safe  for  those  who  use  it.  So  we  did  not  think  the  agency  should 
be  eliminated.  We  believe  it  should  be  restructured. 

Mr.  Brownback.  Thank  you.  Dr.  Rivlin. 

Mr.  Shays.  The  gentleman's  time  is  up. 

You  have  3  more  minutes.  I  would  yield  a  minute-and-a-half  to 
Mr.  Allard  and  I  will  take  a  minute-and-a-half  and  you  will  be 
done. 
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Mr.  Allard.  I  would  ask  unanimous  consent  that  we  send  a  let- 
ter from  this  committee  to  the  Office  of  Management  and  Budget 
that  Ms.  Rivlin  explain  within  a  week  the  $1.5  billion  in  farm  pro- 
gram savings  from  those  apparent  policy  changes  after  98. 

Mr.  Shays.  I  am  a  little  uncomfortable  with  the  gentleman's  re- 
quest given  we  do  not  have  both  sides  represented. 

Ms.  Rivlin.  I  will  satisfy  your  discomforts;  we  will  be  happy  to 
get  back  to  you  within  a  week. 

Mr.  Shays.  Then  that  will  be  done. 

Mr.  Allard.  Thank  you. 

[The  information  referred  to  follows:] 

Office  of  Management  and  Budget, 
Executive  Office  of  the  President, 

Washington,  DC,  February,  14,  1995. 

Hon.  Wayne  Allard, 

U.S.  House  of  Representatives, 

Washington,  DC. 

Dear  Congressman  Allard:  In  my  testimony  before  the  House  Budget  Commit- 
tee last  week,  you  asked  a  question  regarding  the  farm  program  savings  proposed 
in  the  1996  Budget.  The  Budget  assumes  $500  milhon  in  savings  each  year  FY  1998 
to  FY  2000,  for  a  total  of  $1.5  billion.  These  relatively  modest  savings  do  not  reflect 
a  specific  proposal,  but  represent  conservative  estimates  of  savings  likely  to  be 
achieved  in  the  farm  bill. 

The  Administration  currently  has  an  interagency  task  force  that  is  reviewing  op- 
tions for  the  commodity  programs,  as  well  as  the  nost  of  other  programs  addressed 
in  tiie  farm  bill.  We  look  forward  to  working  with  Congress  this  year  on  this  impor- 
tant legislation. 

I  hope  this  response  helps  to  answer  your  concerns.  Please  call  or  write  me  if  you 
have  further  questions. 
Sincerely, 

Alice  M.  Rivlin, 

Director. 

Mr.  Shays.  Ms.  Rivlin,  I  just  wanted  to  ask  you  what  does  it 
mean  that  you  want  to  work  with  the  Congress  on  these  issues 
that  are  not  in  the  budget?  I  do  not  know  quite  how  to  interpret 
it. 

Ms.  Rivlin.  I  think  it  means  many  different  things  that  depend 
on  the  issue  at  hand.  On  welfare  reform,  there  are  many  conversa- 
tions taking  place  between  the  administration  and  Members  of 
Congress.  We  hope  the  same  thing  will  happen  when  we  address 
health  care  reform. 

Last  year  the  country  learned  how  many  congressional  commit- 
tees are  involved  in  health  care  reform.  It  is  a  large  number.  We 
hope  that  the  Congress  will  soon  begin  focusing  on  health  care  re- 
form once  again. 

In  the  meantime,  we  can  take  incremental  steps  toward  the  prin- 
ciples the  President  has  laid  out  by  getting  together  to  talk  about 
what  can  we  do  to  solve  the  problem. 

Mr.  Shays.  Could  I  know  if  there  is  some  consensus  that  the  10- 
percent  increases  in  Medicare  and  Medicaid  need  to  be  brought 
down  closer  to  5  or  6  percent  annual  growth?  Would  that  be  a  log- 
ical goal  for  us  to  try  to  work  together  with  you  on? 

Ms.  Rivlin.  I  would  not  venture  to  give  a  number,  but  I  think 
there  is  consensus  that  the  rate  of  growth  of  health  care  costs  gen- 
erally, private  and  public,  is  too  high. 

Mr.  Shays.  But  I  want  to  pin  you  down  a  little  more.  On  Medi- 
care and  Medicare,  it  is  going  up  10  percent. 
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Ms.  RrvLlN.  9  percent  in  our  budget. 

Mr.  Shays.  Based  on  your  assumptions;  correct?  CBO  does  not 
agree  with  those.  But  based  on  your  assumptions  or  CBO's  assump- 
tions, do  you  agree  we  have  to  get  the  growth  down  lower  than  that 
9  or  10  percent? 

Ms.  RrvLlN.  Yes,  I  think  if  we  are  going  to  make  a  significant 
long-run  contribution  to  deficit  reduction  those  costs  have  to  grow 
less  rapidly.  Those  programs  have  to  be  reformed,  but  not  by  them- 
selves. The  reform  of  Medicare  and  Medicaid  has  to  be  part  of  over- 
all health  care  reform. 

Mr.  Shays.  I  thank  you  very  much  for  appearing.  You  have  been 
a  very  fine  witness  and  we  appreciate  your  spending  the  time  and 
honoring  the  committee.  This  hearing  is  adjourned. 

Ms.  RiVLlN.  Thank  you. 

[Whereupon,  at  12:45  p.m.,  the  committee  was  adjourned.] 
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House  of  Representatives, 

Committee  on  the  Budget, 

Washington,  DC. 

The  committee  met,  pursuant  to  call,  at  10:05  a.m.  in  room  210, 
Cannon  House  Office  Building,  Hon.  John  R.  Kasich  (chairman  of 
the  committee)  presiding. 

Representatives  Present:  Kasich,  Hobson,  Walker,  Miller,  Lazio, 
Smith  of  Michigan,  Inglis,  Hoke,  Molinari,  Largent,  Mjn-ick, 
Brownback,  Radanovich,  Bass,  Sabo,  Stenholm,  Slaughter,  MoUo- 
han,  Johnston,  Mink,  Orton,  Pomeroy,  Browder,  Olver,  Roybal-Al- 
lard,  and  Meek. 

Chairman  Kasich.  OK,  we  will  come  to  order  and  we  will  have 
two  witnesses  this  morning.  Dr.  John  Makin  is  the  senior  vice 
president,  chief  economist  at  Caxton  Corp.  in  New  York  City,  a 
major  investor  in  foreign  exchange  commodities  and  currency  mar- 
kets. He  is  also  a  resident  scholar,  director  of  fiscal  policy  studies 
at  AEI. 

Prior  to  joining  both  AEI  and  Caxton,  he  was  director  of  the  In- 
stitute for  Economic  Research,  professor  of  economics  at  the  Uni- 
versity of  Washington  in  Seattle.  Of  course  you  have  got  to  ask  him 
why  he  left  there.  He  has  served  as  a  consultant  to  the  U.S.  Treas- 
ury, Federal  Reserve  System,  and  of  course  the  great  IMF,  the 
Bank  of  Japan,  and  numerous  leading  corporations. 

He  is  currently  a  member  of  the  panel  of  economic  advisors  of 
the  CBO.  I  won't  press  you  on  why  you  left  Seattle,  but.  Doctor, 
we  will  look  forward  to  your  testimony  this  morning  and  I  really 
don't  have  an  opening  statement.  Martin,  anything  you  want 
to 

Mr.  Sabo.  No.  Just  say  welcome  and  look  forward  to  hearing 
your  comments  and  I  am  sure  we  will  have  some  questions.  I 
glanced  through  your  testimony,  and  it  seemed  very  certain  that 
Medicare  and  Medicaid  were  going  to  go  to  10  percent,  rather  than 
9  percent,  continue  on  the  growth  rate  of  CBO  rather  than  what 
the  administration  tried  to  do.  I  am  particularly  curious  about  that. 

Mr.  Makin.  Should  I  start  then? 

Chairman  Kasich.  Yes,  go  ahead. 
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STATEMENT  OF  DR.  JOHN  MAKIN,  RESIDENT  SCHOLAR,  DI- 
RECTOR OF  FISCAL  POLICY  STUDIES,  AMERICAN  ENTER- 
PRISE INSTITUTE  AND  CHIEF  ECONOMIST,  THE  CAXTON 
CORP. 

Mr.  Makin.  Mr.  Chairman,  and  members  of  the  committee, 
thank  you  very  much.  It  is  a  pleasure  to  be  here.  Let  me  just  say, 
I  left  Seattle  because  it  rained  too  much.  But  otherwise,  it  is  a 
great  place. 

My  comments  are  probably  in  your  hands  and  I  am  going  to  go 
through  them  as  quicldy  as  I  can  and  I  will  embellish  them  a  little 
bit  because,  as  always,  when  you  are  coming  down  on  the  plane, 
you  look  at  your  comments,  you  think,  why  didn't  I  add  tnis  or 
that?  So  the  text  will  be  altered  a  little  bit,  but  basically  the  thrust 
will  be  the  same. 

And  really  what  I  am  going  to  suggest  is  I  am  going  to  go 
through  some  arithmetic  that  is  very  familiar  to  all  of  you  and  just 
offer  a  kind  of  overview  perspective  and  then  if  there  are  questions, 
be  happy  to  try  to  deal  with  them. 

The  President's  1996  budget  proposal  is  the  12th  budget  proposal 
on  which  I  have  been  asked  to  comment  over  the  last  12  years,  so 
this  appearance  has  a  little  bit  of  a  ritualistic  feel  to  it  for  me.  Dur- 
ing this  time,  it  has  become  clear  to  me  that  Presidential  budget 
proposals  are  largely  tactical  documents  and  perhaps  are  best 
viewed  as  signals  regarding  the  intentions  of  the  administration 
about  deficit  reduction. 

And  of  course  the  signal  coming  from  this  document,  as  I  will 
suggest,  is  not  encouraging  as  far  as  deficit  reduction  goes. 

The  President's  1996  budget  proposal  is  a  deficit  lowball  budget 
that  underestimates  the  deficit  by  at  least  $200  billion  based  on  a 
comparison  with  CBO  numbers.  As  a  lowball  budget,  it  breaks  the 
string  of  several  highball  budgets  that  overestimated  prospective 
deficits  in  order  to  rationalize  tax  increases  and/or  spending  cuts, 
and  then  marvel  at  the  actual  deficits  that  came  in  below  "fore- 
cast." 

We  have  come  full  circle  from  the  mid-1980's  when  Republican 
administrations  sent  up  deficit  lowball  budget  proposals  in  an  ef- 
fort to  cut  momentum  for  tax  increases,  having  succeeded  in  cut- 
ting taxes  in  1981,  1982.  Now  we  have  a  Democratic  administra- 
tion lowballing  budget  deficit  estimates  to  a  Republican  Congress 
in  an  effort  to  discourage  spending  cuts,  having  achieved  a  tax  in- 
crease in  the  19 — fiscal  year  1994  budget.  Of  course,  those  who 
want  tax  increases  seize  on  the  underestimation  of  deficit  in  the 
President's  budget  and  suggest  that  tax  cuts  are  impossible. 

The  use  of  the  President's  budget  proposal  as  a  tactical  document 
is  of  course  clearly  understood  by  all  of  the  players  in  Washington, 
but  it  is  poorly  understood  by  the  public  at  large  and  is  perhaps 
responsible  for  some  of  the  public's  impatience  with  the  delibera- 
tions of  Congress  and  the  administration  over  the  budget. 

The  President's  budget,  like  other  tactical  budget  proposals, 
highlights  the  need  for  a  balanced  budget  amendment  in  a  very 
specific  sense.  If  the  President  were  required  to  send  up  a  balanced 
budget  the  size  of  the  lies  necessary  to  rationalize  such  a  budget, 
if  it  remains  a  tactical  document,  will  be  large  enough  to  be  spotted 
easily,  perhaps  even  by  members  of  the  general  public. 
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In  this  sense,  a  balanced  budget  amendment  might  be  helpful  in 
improving  the  discourse  on  prospective  budget  deficits.  As  I  have 
already  mentioned,  I  suspect  that  the  President's  proposal 
underestimates  budget  deficits  by  at  least  $200  billion  in  the  years 
from  1996  through  2000. 

I  come  to  this  conclusion  based  on  a  comparison  between  the 
President's  deficit  estimates  and  estimates  provided  by  the  CBO. 
The  CBO's  higher  estimate  of  cumulative  deficits  is  due  largely  to 
an  apparent  difference  in  the  treatment  of  inflation  and  its  effect 
on  mandatory  entitlements.  There  also  appears  to  be  a  modest 
overstatement  of  revenue  in  the  President's  budget  proposal  based 
on  a  comparison  with  CBO's  projections. 

The  President's  budget  also  underestimates  prospective  deficits 
by  virtue  of  the  fact  that  it  assumes  no  recession  between  now  and 
the  year  2000.  This  expansion  began  in  March  1991,  implying  that 
the  President's  budget  assumes  an  expansion  lasting  at  least  116 
months,  more  than  twice  the  average  post-war  expansion  of  50 
months. 

I  can  say  that  most  analysts  expect  a  recession  sometime  during 
1996,  the  duration  of  which  is  difficult  to  gauge,  but  which  nor- 
mally would  last  about  a  year.  Automatic  stabilizers,  that  is,  higher 
outlays  and  lower  receipts,  will  increase  the  budget  deficits.  A  1- 
year  1-percentage-point  undershoot  of  GDP  growth,  other  things 
equal,  adds  about  $135  billion  to  the  budget  deficit  over  a  subse- 
quent period  of  5  years.  A  likely  recession,  together  with  CBO  as- 
sumptions on  revenues  and  outlays,  would  mean  that  the  Presi- 
dent's budget  underestimates  the  cumulative  1996  to  2000  deficit 
by  over  $300  billion. 

An  examination  of  CBO  projections  regarding  Federal  outlays 
makes  it  easy  to  identify  the  necessary  condition  for  achieving  a 
balanced  budget,  easy  I  should  say  arithmetically. 

The  average  annual  growth  rates  from  1995  to  2000  of  major  en- 
titlement programs  are  as  follows  and  these  are  CBO's  estimates, 
not  mine.  Social  Security  5.32  percent.  Medicare  10.2  percent,  Med- 
icaid 10.6  percent.  Discretionary  income  is  about  stagnant  while  in- 
terest payments  on  the  debt  are  of  course  closely  tied  with  projec- 
tions of  interest  rates  over  a  period  of  5  years  and  they  are  difRcult 
to  argue  about  since  very  few  people  have  much  of  an  idea  where 
interest  rates  will  be  a  month  from  now,  let  alone  5  years  from 
now. 

The  growth  rate  of  outlays  on  Medicare  and  Medicaid  are  clear- 
ly— is  clearly  too  high,  especially  when  compared  with  the  sharp 
deceleration  in  the  rise  of  health  care  costs  in  the  private  sector. 
Health  care  provision  in  the  United  States  has  been  highly  ineffi- 
cient in  the  past,  but  it  is  in  the  process  of  being  rationalized  by 
the  private  sector. 

Medical  care  inflation,  which  has  averaged  7  percent  a  year  over 
the  past  decade,  fell  to  5  percent  last  year.  It  is  expected  to  drop 
further  in  1996  and  thereafter.  Some  corporations,  with  whom  I 
have  spoken  recently,  expect  actually  to  see  a  reduction  in  health 
care  costs  during  1995  and  1996. 

Clearly  the  rationalization  of  Medicare  and  Medicaid  should  be 
high  on  the  agenda  in  order  to  reduce  the  growth  of  outlays. 
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Outlays  on  Social  Security,  expected  to  grow  at  5.3  percent  per 
year,  continue  to  rise  too  rapidly  due  to  full  indexation  of  Social  Se- 
curity benefits  to  the  Consumer  Price  Index.  When  all  is  said  and 
done,  the  best  way  to  maintain  real  purchasing  power  of  Social  Se- 
curity benefits  is  to  set  the  indexing  formula  equal  to  about  two- 
thirds  of  the  increase  in  the  Consumer  Price  Index. 

Broadly  speaking,  the  intensity  with  which  adjustments  are  ap- 
plied to  mandatory  spending  or  to  some  discretionary  programs  de- 
pends upon  when  or  if  it  is  desired  to  balance  the  budget.  Between 
1995  and  the  year  2000,  mandatory  outlays  will  rise  at  about  7  per- 
cent per  year  while  discretionary  outlays  will  rise  at  zero  percent 
a  year. 

With  discretionary  spending  constant,  balancing  the  budget  by 
the  year  2000  would  require  cutting  the  overall  growth  of  outlays 
from  about  5  percent  per  year  to  about  2.5  percent  a  year.  Obvi- 
ously actual  cuts  in  discretionary  spending  would  relieve  some  of 
the  burden  on  mandatory  spending,  but  since  mandatory  spending, 
including  interest  on  the  debt,  constitutes  71  percent  of  total  out- 
lays, it  is  almost  arithmetically  impossible  to  balance  the  budget 
without  slowing  the  growth  of  spending,  not  cutting,  I  would  add, 
but  slowing  the  growth  of  spending  on  Social  Security,  Medicare, 
and  Medicaid. 

Another  broad  perspective  on  the  budget  is  in  order.  Over  the 
past  30  years,  revenues  have  typically  stood  between  18  and  19 
percent  of  GDP,  while  outlays  have  ranged  from  20  to  23  percent 
of  GDP.  I  take  it  as  collective  wisdom  based  on  actual  behavior 
that  the  American  people  are  not  prepared  to  pay  much  more  than 
18.5  percent  of  their  income  to  the  Federal  Government,  while  the 
Federal  Government  is  not  yet  prepared  to  reduce  its  outlays  to 
much  below  22.5  percent  of  income. 

It  is  also  true  that,  in  my  judgment,  higher  taxes  and  especially 
higher  tax  rates  levied  within  our  current  tax  system  would  do 
more  harm  to  the  economy  than  would  continued  budget  deficits  of 
$200  to  $300  billion  a  year.  That  suggests  ruling  out  further  tax 
increases  that  either  we  shall  have  to  accept  deficits  equal  to  about 
3  percent  of  GDP  or  we  shall  have  to  cut  annual  spending  by  the 
Federal  Government  by  the  equivalent  of  between  $200  billion  and 
$250  billion  current  dollars  over  a  period  of  6,  7,  8,  or  9  years  de- 
pending on  how  quickly  we  want  to  approach  a  balanced  budget. 

That  is  not  a  very  drastic  problem  when  you  think  about  the  case 
of  Mexico,  for  example,  just  to  put  this  in  perspective.  Mexico's  cur- 
rent account  deficit,  that  is  their  excessive  borrowing,  their  excess 
of  borrowing  from  the  rest  of  the  world,  is  running  at  8  percent  of 
their  GDP  and  in  the  IMF  adjustment  package,  which  they  may  or 
may  not  achieve,  it  is  proposed  that  the  spending  and  in  effect  the 
budget  deficit  of  the  Mexican  Grovemment  be  cut  by  the  equivalent 
of  4  percent  of  GDP  in  1  year.  So  to  talk  about  reducing  our  budget 
deficit  by  3  percent  of  GDP  over  a  period  of  6  or  7  or  8  or  9  or  10 
years  is  hardly  radical  surgery. 

And  so  by  the  standards  of  adjustment  achieved  in  other  coun- 
tries, and  I  would  add  to  that  list  some  of  the  European  countries 
as  well,  as  well  as  the  UK,  and  in  the  private  sector,  these  changes 
in  the  budget  are  modest  that  belie  the  intensity  of  the  rhetoric 
that  surrounds  them  in  discussions  inside  the  beltway. 
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Here  again,  I  think  some  of  the  dissatisfaction  of  the  general 
public  with  the  budget  process  in  Washington  is  that  there  is  so 
much  hue  and  cry  aoout  dealing  with  what  most  households  and 
businesses  would  see  as  an  entirely  manageable  problem. 

Having  said  all  this,  I  think  that  many  of  the  Members  of  Con- 
gress agree  with  this  broad  assessment  of  the  budget,  and  I  am  op- 
timistic about  the  prospect  for  elimination  of  the  Dudget  deficit  as 
an  issue  in  public  policy.  The  sooner  we  achieve  that  goal,  the  soon- 
er we  can  get  on  with  the  urgent  task  of  creating  a  tax  system  that 
minimizes  the  cost  of  raising  what  revenue  we  want  to  raise  and 
disposing  of  the  current  system,  which  is  about  as  efficient  at  rais- 
ing revenue  as  attempting  to  retire  the  national  debt  by  putting  a 
toll  booth  on  the  Memorial  Bridge. 

Thank  you. 

Chairman  Kasich.  Thank  you.  Doctor. 

[The  prepared  statement  of  Dr.  John  Makin  follows:] 

Prepared  Statement  of  Dr.  John  Makin,  Resident  Scholar,  Director  of  Fis- 
cal Policy  Studies,  American  Enterprise  Institute  and  Chief  Economist, 
THE  Caxton  Corp. 

First  let  me  offer  my  thanks  to  the  Chairman  and  members  of  the  budget  commit- 
tee for  providing  me  with  an  opportunity  to  offer  comments  on  the  Presidents  FY 
1996  budget  proposal. 

The  Presiaent's  FY  1996  budget  proposal  is  the  twelfth  budget  proposal  upon 
which  I  have  been  asked  to  comment  over  the  last  12  vears.  During  tnat  time  it 
has  become  clear  to  me  that  Presidential  budget  proposals  are  largely  tactical  docu- 
ments and  are  best  viewed  as  signals  regarding  the  intentions  of  the  Administration 
about  deficit  reduction. 

The  President's  FY  1996  budget  proposal  is  a  deficit  "lowball"  budget  that 
underestimates  the  budget  deficit  during  the  5  years  from  1996  to  the  year  2000 
by  at  least  $200  billion,  based  upon  a  comparison  with  CBO  numbers.  As  a  'lowball" 
budget  it  breaks  the  string  of  several  "highball"  budgets  that  overestimated  prospec- 
tive deficits  in  order  to  rationalize  tax  increases  and/or  spending  cuts  and  then  mar- 
vel when  actual  deficits  came  in  below  forecast. 

We  have  come  full  circle  from  the  mid  1980's  when  Republican  Administrations 
sent  up  deficit  lowball  budget  proposals  in  an  effort  to  cut  momentum  for  tax  in- 
creases, having  succeeded  in  cutting  taxes  in  1981-82.  Now  we  have  a  Democratic 
Administration  lowballing  budget  deficit  estimates  to  a  Republican  Congress  in  an 
effort  to  discourage  spending  cuts,  having  achieved  a  tax  increase  in  the  FY  1994 
budget.  Of  course  those  who  want  tax  increases  seize  on  the  underestimation  of  defi- 
cits in  the  President's  budget  and  suggest  that  tax  cuts  are  impossible. 

The  use  of  the  President's  budget  proposal  as  a  tactical  document  is  of  course 
clearly  understood  by  all  of  the  players  in  Washington  but  is  poorly  understood  by 
the  public  at  large  and  is  perhaps  responsible  for  some  of  the  public's  impatience 
with  the  deliberations  of  the  Congress  and  the  Administration  over  the  budget.  The 
President'  s  budget,  like  other  tactical  budget  proposals,  highlights  the  need  for  a 
balanced  budget  amendment  in  a  very  specific  sense.  If  the  President  is  required 
to  send  up  a  balanced  budget,  the  size  of  the  lies  necessary  to  rationalize  such  a 
budget,  if  it  remains  a  tactical  document,  will  be  large  enough  to  be  spotted  easily, 
perhaps  even  by  members  of  the  general  public.  In  this  sense,  a  balanced  budget 
amendment  might  be  helpful  in  improving  the  discourse  on  prospective  budget  defi- 
cits. 

As  I  have  already  mentioned,  I  suspect  that  the  President's  proposal 
underestimates  budget  deficits  by  at  least  $200  billion  in  the  years  from  1996 
through  2000.  I  come  to  this  conclusion  based  on  a  comparison  with  the  President's 
deficit  estimates  with  deficit  estimates  provided  by  the  Congressional  Budget  Office 
in  January  of  1995.  The  CEO's  higher  estimate  of  cumulative  budget  deficits  is 
largely  due  to  an  apparent  difference  in  treatment  of  inflation  and  its  effect  on  man- 
datory entitlements.  There  also  appears  to  be  a  modest  overstatement  of  revenues 
in  the  President's  budget  proposaJ  based  on  a  comparison  with  CBO's  projections. 

The  President's  budget  also  underestimates  prospective  deficits  by  virtue  of  the 
fact  that  it  assumes  no  recession  between  now  and  the  year  2000.  This  expansion 
began  in  March  of  1991,  implying  that  the  President's  budget  assumes  an  expansion 
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lasting  at  least  116  months,  more  than  twice  the  average  postwar  expansion  of  50 
months.  I  can  say  that  most  analysts  expect  a  recession  sometime  during  1996,  the 
duration  of  which  is  difficult  to  gauge,  but  which  normally  would  last  about  a  year. 
Automatic  stabilizers — higher  outlays  and  lower  receipts — will  increase  the  budget 
deficit.  A  l-vear  1-percentage-point  undershoot  of  GDP  growth,  other  things  eaual, 
adds  about  $135  bifiion  to  the  budget  deficit  over  a  subsequent  5-year  period.  A  like- 
ly recession  together  with  CBO  assumptions  on  revenues  and  outlays  would  mean 
that  the  President's  budget  underestimates  the  cumulative  1996-2000  deficit  by 
over  $300  billion. 

An  examination  of  CBO  projections  regarding  Federal  outlays  makes  it  easy  to 
identify  the  necessary  condition  for  achieving  a  balanced  budget.  The  average  an- 
nual growth  rates  from  1995  to  2000  of  major  entitlement  programs  are  as  follows: 
Social  Security  5.32  percent.  Medicare  10.2  percent,  Medicaid  10.6  percent.  Discre- 
tionary spending  is  about  stagnant,  while  interest  pajnnents  on  the  debt  are  of 
course  closely  tied  to  projections  of  interest  rates  over  a  period  of  5  years  and  are 
therefore  difficult  to  argue  about  since  very  few  people  nave  much  of  an  idea  of 
where  interest  rates  will  be  a  month  from  now,  let  alone  5  years  from  now. 

The  growth  rates  of  outlays  on  Medicare  and  Medicaid  are  clearlv  too  high,  espe- 
cially when  compared  to  the  sharp  deceleration  in  the  rise  of  health  care  costs  in 
the  private  sector.  Health  care  provision  in  the  United  States  has  been  highly  ineffi- 
cient, but  it  is  in  the  process  of  being  rationalized  by  the  private  sector.  Medical 
care  inflation  has  averaged  7  percent  per  year  over  the  past  decade  but  fell  to  5 
percent  during  the  last  year.  It  is  expected  to  drop  further  in  1996  and  thereafter. 
Some  corporations  expect  actually  to  see  a  fall  in  health  care  costs  during  1995  and 
1996. 

Clearly  the  rationalization  of  Medicare  and  Medicaid  should  be  high  on  the  agen- 
da in  order  to  reduce  the  growth  of  outlays. 

Outlays  on  Social  Security,  expected  to  grow  at  5.3  percent  per  year,  continue  to 
rise  too  rapidly  due  to  full  indexation  of  Social  Security  benefits  to  the  Consumer 
Price  Index.  When  all  is  said  and  done,  the  best  way  to  maintain  real  purchasing 
power  of  Social  Security  benefits  is  to  set  the  indexing  formula  equal  to  about  two- 
thirds  of  the  increase  in  the  Consumer  Price  Index. 

Broadly  speaking,  the  intensity  with  which  adjustments  are  applied  to  mandatory 
spending  programs  or  to  some  discretionary  programs  depends  upon  when/if  it  is  de- 
sired to  balance  the  budget.  Between  1995  and  the  year  2000  mandatory  outlays 
will  rise  at  about  7  percent  per  year  while  discretionary  outlays  will  rise  at  zero 
percent  per  year.  Witn  discretionary  spending  constant,  balancing  the  budget  by  the 
year  2000  will  require  cutting  the  overall  growth  of  outlays  from  about  5  percent 
per  year  to  about  2.5  percent  per  year.  Obviously  actual  cuts  in  discretionary  spend- 
ing would  relieve  some  of  the  burden  on  mandatory  spending  but  since  mandatory 
spending,  including  interest  on  the  debt,  constitutes  71  percent  of  total  outlays,  it 
is  almost  arithmetically  impossible  to  balance  the  budget  without  slowing  the 
growth  of  spending  on  Social  Security,  Medicare  and  Medicaid. 

Another  broad  perspective  on  the  budget  is  in  order.  Over  the  past  30  years  reve- 
nues have  typically  stood  between  18  and  19  percent  of  GDP,  while  outlays  have 
ranged  from  20  to  23  percent  of  GDP.  I  take  it  as  collective  wisdom  based  on  actual 
behavior  that  the  American  people  are  not  prepared  to  pay  much  more  than  18.5 
percent  of  their  income  to  the  Federal  Government  while  the  Federal  Government 
is  not  yet  prepared  to  reduce  its  outlays  to  much  below  22.5  percent  of  income.  It 
is  also  true  that  in  my  judgement  higher  taxes  (tax  rates)  levied  within  our  current 
tax  system  would  do  more  harm  to  tne  economy  than  would  continued  budget  defi- 
cits of  $200-$300  billion  per  year.  That  suggests,  ruling  out  further  tax  increases, 
that  either  we  shall  have  to  accept  deficits  equal  to  about  3  percent  of  GDP  or  we 
shall  have  to  cut  annual  spending  by  the  Federal  Government  by  the  equivalent  of 
about  200  billion  current  dollars  over  a  period  of  6,  7,  8,  or  9  years,  depending  on 
how  quickly  we  want  to  approach  a  balanced  budget.  By  the  standards  of  adjust- 
ment achieved  in  other  countries  and  in  the  private  sector  these  are  modest  changes 
that  belie  the  intensity  of  the  rhetoric  that  surrounds  them  in  discussions  inside  the 
Beltway.  Here  again,  I  think  some  of  the  disaffection  of  the  general  public  with  the 
budget  process  in  Washington  is  that  there  is  so  much  hue  and  cry  about  dealing 
with  what  most  households  and  businesses  would  see  as  an  entirely  manageable 
problem,  not  to  mention  Mexico  which  is  expected  to  cut  its  budget  deficit  by  4  per- 
cent of  GDP  in  1  year. 

Having  said  all  this,  I  think  that  many  of  the  Members  of  Congress  agree  with 
this  broad  assessment  of  the  budget  and  I  am  optimistic  about  the  prospects  for 
elimination  of  the  budget  deficit  as  an  issue  in  public  policy.  The  sooner  we  achieve 
that  goal,  the  sooner  we  can  get  on  with  the  urgent  task  of  creating  a  tax  system 
that  minimizes  the  cost  of  raising  revenue  and  disposing  of  the  current  system 
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which  is  about  as  efficient  at  raising  revenue  as  attempting  to  retire  the  National 
Debt  by  putting  a  toll  booth  on  the  Memorial  Bridge. 

Chairman  Kasich.  I  have  got  a  few  questions  for  you.  First  of  all, 
I  want  to  talk  to  you  about  the  CPI.  Dr.  Greenspan  has  estimated 
.5  to  1.5  overestimation  of  CPI,  and  you  suggest  in  here  the  best 
way  to  maintain  real  purchasing  power,  Social  Security  benefits,  is 
set  the  indexes  formula  equal  to  two-thirds  of  the  increase  in  CPI. 
Talk  a  little  bit  about  that.  Talk  a  little  bit  about  what  your  feel- 
ings are  about  Dr.  Greenspan's  comments  and  recommendations 
and  how  would  you  perceive — we  have  a  Bureau  of  Labor  stand- 
ards that  doesn't — simply  says  they  need  a  couple  years  to  fix  this 
thing. 

How  would  you  proceed? 

Mr.  Makin.  Well,  I  think  you  raise  two  important  issues.  One  is 
what  is  the  best  way  to  calculate  the  Consumer  Price  Index,  and 
two,  what  is  the  best  way  to  maintain  the  purchasing  power  of  the 
recipients  of  entitlements  benefits. 

On  the  CPI  index,  every  graduate  student  in  economics  learns 
that  price  indices  are  imperfect  because  if  they  have  fixed  weights, 
as  the  CPI  does  over  a  long  period  of  time,  when  the  price  of  toma- 
toes goes  up  by  300  percent,  it  assumes  that  you  buy  just  as  many 
tomatoes.  Well,  so  you  tend  to  overstate  inflation  on  that  basis. 

There  is  a  more  difficult  problem,  and  this  is  something  that 
Chairman  Greenspan  was  getting  at,  quality  adjustments.  Let  me 
give  you  an  example.  The  price  of  gasoline  in  Northeastern  cities 
went  up  by  about  8  cents  a  gallon  last^2  months  ago,  and  I  cer- 
tainly noticed  it  at  the  pump,  and  the  reason  was  that  the  gasoline 
was  reblended  to  cut  pollution. 

Now,  the  increase — the  price  increase  that  the  Bureau  of  Labor 
statistics  calculated  was  zero  because  they  assumed  that  this  was 
a  quality  improvement.  Now,  you  can  agree  or  disagree  with  that, 
but  it  brings  you  back  to  the  biggest  problem  of  inflation  measure- 
ment, quality  adjustments. 

The  price  of  automobiles,  again,  I  know  Chrysler  Corp.  has  ar- 
gued this  point,  certainly  the  price  of  a  standard  automobile  has 
gone  up  in  the  last  5  years  measured  as  a  standard  automobile,  but 
with  quality  adjustments,  you  now  have  dual  air  bags,  disc  brakes, 
more  efficient  engines,  and  so  on,  maybe  the  price  has  actually 
gone  down. 

Computers  are  another  case.  You  all  know  that  when  you  want 
to  buy  a  new  computer,  your  computer  specialist  in  the  office  says 
no,  no,  wait  6  months,  it  will  be  much  better.  Quality  adjustments 
are  very  difficult  to  deal  with  in  price  indices. 

So  those  two  problems  are  formidable  ones.  The — Chairman 
Greenspan's  estimates  on  the  upward  bias  in  the  CPI  of  1.5  percent 
are  certainly  on  the  high  side  of  what  I  would  estimate.  I  would 
think  that  the  CBO's  numbers,  0.2  to  0.8,  would  be  more  appro- 
priate, but  again,  there  is  the  issue  of,  is  the  CPI  measuring  the 
cost  of  standard  goods.  That  is  an  important  issue.  We  need  to  ad- 
dress that. 

Then  there  is  the  other  issue  of  how  do  we  maintain  the  real 
value  of  entitlement  benefits.  That  requires  looking  at  the  market 
basket,  the  recipients  of  the  benefits  and  adjusting  for  the 
weighting  problem  and  the  quality  problem. 
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I  say  two-thirds,  which  is  sort  of— it  is  a  very  rough  and  ready 
number.  Somebody  might  say,  it  should  be  three-fourths.  Somebody 
might  say  it  should  be  a  half.  Two-thirds  is  an  approximation.  We 
know  that  there  is  an  upward  bias,  and  we  know  that  the  upward 
bias  has  Ijeen  cumulative.  It  has  been  going  on  since  1975  when 
benefits  were  first  indexed,  so  that  the  two-thirds  is  a  gradual — 
even  if  it  is  an  exaggeration,  it  is  a  very  gradual  correction  for  20 
years  of  having  overindexed  the  benefits  for  entitlements. 

The  intention  of  the  Congress,  as  I  understand  it,  was  to  main- 
tain the  purchasing  power  of  entitlement  benefits.  The  effect  has 
been  to  increase  the  real  purchasing  power  of  those  benefits  and 
in  effect  has  been  a  transfer  from  young  to  old,  the  payroll — the 
workers  who  pay  the  tax  and  the  recipients. 

If  it  is  the  intention  to  do  that,  that  is  fine,  but  if  the  intention 
is  to  maintain  the  real  purchasing  power  of  entitlement  benefits, 
then  there  should  be  some  adjustment  in  the  indices  formula. 

Chairman  Kasich.  How  would  you  do  it?  If  you  were  in  our  shoes 
and  you  wanted  to  get  a  good  CPI  estimate  that  once  we  come  out 
with  one,  of  course  whatever  it  is,  we  are  going  to  have  some 
squealing  on— depends  what  our  estimate  is  as  to  how  Mr.  Sabo 
will  scream,  although  I  know  he  knows  it  has  to  be  changed,  but 
I  can't  read  his  mind. 

I  am  working  on  it,  but  I  can't  get  there  quite  yet.  How  would 
you  get  a  disciplined  group  of  economists  together  that  could  make 
a  recommendation  that  would — that  the  community  would  be  able 
to  say,  yes,  yes,  that  is  pretty  good?  How  would  you  go  about  doing 
that? 

Mr.  Makin.  It  has  really  been  done,  and  that  is  where  I  come  up 
with  the  two-thirds,  which  I  would  say  take  a  rough  and  ready 
number.  If  you  reconvene  the  experts,  you  are  going  to  have  a 
lengthy  argument. 

We  all  know  that  CPI  overstates  what  we  are  trying  to  do  to 
maintain  real  purchasing  power  for  entitlement  benefits.  The  Na- 
tional Science  Foundation  laid  out  tens  of  millions  of  dollars  over 
a  long  period  of  time  for  a  group  of  economists  to  try  to  adjust  for 
the  quality  changes  that  are  a  big  source  of  the  bias  in  price  esti- 
mates. 

This  was  so — if  you  are  going  to  measure  productivity,  you  have 
to  measure  the  real  increase  in  machinery  units  against  output  and 
so  to  do  that,  you  have  got  to  get  the  price  right.  How  do  you  price 
a  unit  of  computing  services.  How  do  you  price  a  unit  of  automobile 
services  when  the  automobile  is  changing? 

Again,  I  emphasize,  if  you  got  into — ^get  into  a  car  that  is  10 
years  old,  maybe  some  of  you  own  cars  that  are  10  years  old,  fine. 
Get  into  a  new  car,  get  into  a  car  that  is  10  years  old,  cars  are  not 
the  same  machinery  anjnnore. 

Chairman  Kasich.  You  haven't  been  in  my  Jeep,  but  you  are 
right. 

Mr.  Makin.  Well,  what  year  is  it?  So  that  these — I  don't  think 
what  we  need — we  don't  need  more  subtle  study  on  this  issue.  I 
think  two-thirds  is  a  good  number. 

Chairman  KASICH.  I  want  to  ask  you  one  final  area  and  that  is 
the  area  of  health  care  costs  in  the  private  sector,  which  I  know 
you  have  spent  time  studying. 
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Tell  us  what  we  would  anticipate  seeing  in  the  private  sector  in 
terms  of  rates  of  growth  and,  secondly,  if  you  would  outline  the 
programs  that  have  moved  us  in  there  and  whether  you  believe 
they  are  applicable  to  the  government-run  health  care  system. 

Mr.  Makin.  Well,  as  I  mentioned  in  my  testimony  on  the  basis 
of  very  broad  statistics,  we  have  already  seen  a  slowdown  in  health 
care  inflation  from  7  percent  over — average  over  the  past  decade  to 
5  percent. 

The  private  sector  response  to  the  President's  proposal  I  think 
was  essentially,  look,  we  are  working  on  this.  We  have  to  control 
our  costs.  If  there  is  anything  different  about  this  recovery,  it  is 
this  is  a  cost  control  recovery  where  the  private  sector  knows  they 
can't  pass  health  care  costs  or  other  costs  onto  their  customers  or 
they  are  not  going  to  be  able  to  maintain  market  share. 

So  what  you  had  is  a  big  effort,  top  management  at  the  big  cor- 
porations, Exxon,  all  the  large  corporations,  has  devoted  its  atten- 
tion to  slowing  the  increase  in  health  care  costs.  If  you  brought 
them  in,  I  think  you  would  hear  them  say  we  have  had  a  lot  of  suc- 
cess, because  it  was  easy,  the  way  health  care  was  being  adminis- 
tered 3,  4,  5  years  ago  was  so  inefficient  that  it  was  very  easy  to 
bring  down  the  increase  in  costs  while  maintaining  quality.  Look- 
ing ahead,  we  are  hearing 

Chairman  Kasich.  Let  me  ask  you  to  kind  of  elaborate  on  that. 
You  say  that  it  was  easy  because  the  system  was  very  inefficient. 
What  do  you  mean  by  that? 

Mr.  Makin.  The  delivery  systems — and  here  I  am  venturing  into 
an  area  where  I  am  not  an  expert,  but  what  you  see  happening  is 
they  are  moving  to  health  maintenance  organizations  where,  with- 
in the  health  care  providing  body,  is  a  trained  physician  who  is  ex- 
ercising some  discretion  on  the  use  of  health  care  benefits,  and 
making  some  of  the  hard  choices  that  are  made  in  Canada,  Japan, 
and  elsewhere  where  health  care  costs  have  not  risen  as  much  as 
the  United  States.  I  will  be  very  specific. 

Suppose  a  75-year-old  individual  wants  to  have  very  expensive 
surgery  against  a — or  some  kind  of  hip  repair,  something  like  this. 
There  may  be  an  adjustment.  The  health  care  maintenance  organi- 
zation may  say,  well,  we  are  not  going  to  pay  for  the  whole  thing. 
We  will  pay  for  it  for  somebody  who  is  35,  the  reason  simply  being 
that  the  benefits  to  the  person  35  are  a  lot  greater  than  the  bene- 
fits to  the  person  75.  Very  tough  choices  are  being  made  by  physi- 
cians on  the  use  of  health  care  benefits. 

Cosmetic  surgery,  again,  another  issue  where  you  have  an  ad- 
ministrator who  is  a  trained  physician  who  says,  you  know,  we  are 
not  going  to  use  collective  funds  for  cosmetic  surgery,  and  this 
would  be — this  would  be  proactive  cosmetic  surgery.  Obviously  cos- 
metic surgery  where  there  is  an  accident  would  be  a  different  case. 
But  what  you  have  got  is  someone  intelligently  trying  to  say,  what 
should  we  fund  and  what  shouldn't  we  fund? 

And  then  also,  the  delivery  systems  are  being  changed.  There  are 
obviously  a  lot  of  routine  things  that  can  be  done  by  paramedics 
or  trained  nurses  rather  than  doctors,  and  the  doctor's  time  is 
being  preserved  for  the  things  that  are  more  challenging  and  more 
appropriate  for  doctors. 
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It  is  a  kind  of  an  obvious  rationalization  that  has  resulted  in 
some  tremendous  savings,  and  I  am  hearing  from  some  companies 
now  that  actually  look  for  their  health  care  costs  to  go  down  next 
year,  and  the  quality  of  the  health  care  they  are  providing  has 
not — seems  to  be  good.  They  are  not  having  employees  saying,  you 
know,  I  am  unhappy,  I  am  not  getting  what  I  need. 

In  fact,  in  some  cases  where  people  aren't  having  to  wait  to  see 
a  doctor  because  they  have  a  runny  nose,  they  are  instead  seeing 
a  nurse  that  can  administer  the  medicine  much  more  quickly  and 
there  is  less  waiting  time,  the  delivery  is  actually  being  improved. 

Chairman  Kasich.  Thank  you.  Doctor. 

Mr.  Sabo. 

Mr.  Sabo.  Thank  you. 

In  testifying  for  12  years,  have  you  seen  a  President's  budget  you 
liked? 

Mr.  Makin.  Let  me  think.  Well,  you  know,  I  don't  think  I  really 
have. 

Mr.  Sabo.  Has  any  President 

Mr.  Makin.  But  it  hasn't  mattered  because  the  President's  budg- 
et never  bears  any  relationship  to  what  actually  comes  out.  So  I 
don't  get — I  mean,  what  happened  after  6  years  was  I  stopped 
reading  through  the  budget  because  I  knew  it  wouldn't  bear  any 
relationship  to  reality,  and  the  newspaper  guys  have  called  me  up 
3  minutes  after  it  came  out,  all  had  questions  that  I  could  only  an- 
swer by  going  through  the  appendix. 

Mr.  Sabo.  You  used  last  year's  answer  and  it  fit? 

Mr.  Makin.  No.  They  are  all — as  I  said 

Mr.  Sabo.  Let  me  ask  this.  Has  any  President  ever  predicted  a 
recession  over  the  next  5  years  while  they  are  in  office? 

Mr.  Makin.  No. 

Mr.  Sabo.  If  you  were  to  make  recommendations  to  us  and  clear- 
ly you  think  we  should  bring  the  deficit  down,  would  you  start  as 
first  priority  with  a  big  tax  cut? 

Mr.  Makin.  Well,  no. 

Mr.  Sabo.  I  am  curious  about  health  care  in  terms  of  your  study 
and  what  happens  in  the  private  sector.  Has  any  of  that  involved 
companies  that  have  significant  programs  for  retirees? 

Mr.  Makin.  You  mean — I  am  sorry.  Health  care  programs  or  re- 
tirement programs? 

Mr.  Sabo.  Yes,  for  the  companies  that  you  worked  with.  Because 
we  are  told,  and  I  am  not  sure  if  it  is  accurate  or  inaccurate,  is 
that  there  are  differences  when  you  come  to  an  aging  population, 
particularly  as  you  get  to  the  very  old,  from  the  problems  you  have 
when  you  are  dealing  with  major  group  plans  that  are  basically 
providing  benefits  to  people  under  age  65,  and  they  may  run  into 
major  health  care  problems  occasionally  in  that  age  group,  but  the 
bulk  of  the  major  health  care  problems  are  going  to  happen  in  an 
older  age,  and  that  is  why  I  am  curious. 

There  are  some  companies  that  do  have  significant  benefits 
where  they  continue  supplemental  benefits  for  their  retirees  to  sup- 
plement Medicare.  I  am  just  curious  if  you  found  any  distinction 
in  these  companies  between  what  happens  with  a  pre-retiree  group 
versus  a  post-retiree  group,  which  is  more  likely  to  cover  people 
from  maybe  some — somewhat  before  65  through  the  lifespan. 
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Mr.  Makin.  Well,  certainly  let  me  first  say  that  as  we  all  have 
sadly  discovered,  age  brings  with  it  more  medical  problems,  and 
the  cost  of  maintaining  health  goes  up  as  people  get  older. 

And  a  lot  of — the  companies — the  big  Fortune  500  companies  cer- 
tainly do  have  health  care  programs  for  retirees.  They  have  found 
that  it  is  possible — it  is  more  costly  to  finance  a  health  care  pro- 
gram for  retirees,  but  even  there,  the  costs  can  be  brought  down. 
I  think  a  good  example 

Mr.  Sabo.  Are  they  similar  or  different  though? 

Mr.  Makin.  Well,  let's  look  at  another  case.  Look  at  Japan  which 
has  a  much  more  rapidly  aging  population  than  the  United  States 
and  a  much  more  rapidly  increasing  age — life  expectancy  and  they 
spend  7  percent  of  GDP  on  health  care. 

So  it  obviously  can  be  done  without  damaging  health,  and  I  think 
a  number  of — again,  U.S.  companies  have  looked  at  ways  to  ration- 
alize the  system  and  certainly  it  costs  more  to  maintain  health  of 
a  person  at  age  65  or  70  than  it  does  at  age  35  on  average,  but 
the  whole  cost  curve,  which  is  upwardly  sloping  as  people  get  older, 
is  shifting  down. 

Mr.  Sabo.  I  would  just  be  curious  if  there  have  been  any  studies 
in  particular  that  relate  to  companies,  regarding  any  differences  or 
similarities  between  post  and  past  retirees  for  any  of  the  major 
companies  that  run  extensive  supplemental  benefits  programs.  I 
would  like  to  see  them  if  they  exist. 

Mr.  Makin.  I  think  again,  you  should  not  ignore  the  cross  coun- 
try evidence.  When  you  look  at  Canada,  UK,  Japan,  and  I  think — 
Japan  is  a  case  I  have  spent  a  lot  of  time  on.  Again,  a  population 
that  is  aging  more  rapidly,  has  a  bigger  demographic  problem  than 
we  have  in  terms  of  aging  where  health  care  expenditures  relative 
to  GDP  are  lower  and  again,  life  expectancy  is  rising  more  rapidlv. 

Mr.  Sabo.  Again,  if  there  have  been  studies  on  Japan,  I  would 
be  curious  to  see  if,  in  any  of  those  studies,  what  distinctions  there 
are  between  pre-  and  post-retirees. 

Mr.  Makin.  Well,  this  is  why  you  look  at  Japan  because  Japan 
is  aging  more  rapidly  than  the  United  States  and  so 

Mr.  Sabo.  I  am  not  quarreling  with  that.  But  I  would  just  be  cu- 
rious where  there  savings  are,  younger  or  older,  or  how  it  fits 
and 

Mr.  Makin.  Well,  it  would  be  difficult  for  Japan  to  have — with 
a  more  aged  population  and  a  more  rapidly  aging  population,  to 
have  health  care  costs  as  a  share  of  GDP  that  are  significantly — 
I  mean  almost  by  a  factor  of  a  half — below  those  in  the  U.S.  with- 
out dealing  with  the  problem  of  health  care  among  the  elderly. 

Mr.  Sabo.  I  understand  that,  but  I  am  just  curious  if  there  are — 
even  in  Japan,  if  there  is  a  distinction  between  pre-65-year-olds 
and  post-65-year-olds. 

Mr.  Makin.  I  am  sure  that  in  Japan  the  cost  of  health  care  for 
someone  who  is  older  than  65  is  on  average  higher  than  someone 
younger  than  65. 

Mr.  Sabo.  That  is  not  my  question. 

Mr.  Makin.  What  is  your  question? 

Mr.  Sabo.  If  there  is  a  change  in  cost  escalation — given  that  they 
have  a  lower  base,  if  there  is  a  change  within  Japan  in  cost  esca- 
lation between  their  preretirees  or  their  older  population. 
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Mr.  Makin.  Well,  certainly  relative  to  the  United  States — look, 
this  is  hard  information  to  get,  but  you  look  at  a  country  that  is 
aging  faster  than  the  United  States  which  has  lower  health  care 
costs  and  more  rapidly  increasing  life  expectancy  in  all  cohorts. 

Mr.  Sabo.  What  is  their  basic  system  of  health  care  in  Japan? 

Mr.  Makin.  Well,  again,  it  is  not  as  convenient  as  ours. 

Mr.  Sabo.  How  is  the  basic  structure? 

Mr.  Makin.  Essentially  health  care  is  rationed. 

Chairman  Kasich.  Dr.  Vedder  has  just  arrived.  Doctor,  I  tell  you 
what,  I  am  going  to  give  you  5  minutes  on  the  clock  here  and  you 
got  to  do  it  in  5  and  then  you  can  take  questions. 

Fire  away.  Summarize.  You  got  5  minutes. 

STATEMENT  OF  DR.  RICHARD  K.  VEDDER,  PROFESSOR  OF  EC- 
ONOMICS AND  FACULTY  ASSOCIATE,  CONTEMPORARY  HIS- 
TORY INSTITUTE,  OHIO  UNIVERSITY  AND  RESEARCH  FEL- 
LOW, INDEPENDENT  INSTITUTE,  OAKLAND,  CA 

Mr.  Vedder.  Well,  Mr.  Kasich,  that  is  cruel  and  unusual  punish- 
ment, and  I  don't  take  that  from  my  students,  but  I  guess  I  have 
to  take  it  from  you,  although  I  don't  know  why.  I  have  tenure  and 
you  have  term  limits. 

Chairman  Kasich.  I  might  let  you  slide  for  an  extra  minute. 

Mr.  Vedder.  OK.  I  have  four  basic  points.  Chairman  Kasich  and 
members  of  the  committee.  The  rhetoric  about  the  budget  that  I 
have  been  reading  I  think  is  somewhat  dishonest  and  continues  the 
misleading  interpretations  of  Federal  fiscal  actions  that  have  been 
taking  place  in  our  Nation  for  years.  So  in  my  mind,  the  budget 
is  not  just  a  fiscal  issue,  it  is  a  moral  issue. 

Secondly,  despite  some  promising  reductions  in  Federal  programs 
in  President  Clinton's  budget,  my  judgment  is  on  balance  this 
budget  increases  the  Federal  command  over  resources.  Real 
nondefense  spending  is  slated  to  rise  by  over  6  percent,  for  exam- 
ple, which  is  about  double  the  rate  of  inflation.  I  think  this  will 
have  an  adverse  effect  on  American  economic  growth  and  is  not  a 
growth  budget. 

Third,  by  not  attacking  deficit  financing,  I  think  this  budget  con- 
tinues the  attempt  by  Washington  to  tax  the  people  through  stealth 
methods  rather  than  through  more  morally  accepted  explicit  tax- 
ation, and  it  certainly  makes  a  mockery  of  the  notion  that  we  are 
moving  toward  a  balanced  budget. 

And  fourthly,  and  I  think  closely  related  to  the  previous  point, 
the  budget  continues  a  worrisome  trend  in  American  life,  namely 
the  efforts  of  the  politically  powerful  members  of  our  adult  popu- 
lation to  redistribute  the  burden  of  their  irresponsible  fiscal  actions 
onto  children  who  are  relatively  helpless  and  politically  powerless. 

So  other  than  that,  it  is  a  good  budget.  Now,  I  could  elaborate 
at  any  length  you  want  on  these  points  and  that  length  is  3  or  4 
minutes,  I  guess,  but  I  would  point  out  just  one  thing.  The  Presi- 
dent says,  and  I  quote  in  his  budget  message  on  page  3,  "My  budg- 
et keeps  us  on  the  course  of  fiscal  discipline  by  proposing  $81  bil- 
lion in  additional  deficit  reduction  through  the  year  2000." 

Now,  I  am  from  a  rural  area  in  Appalachian  Ohio  and  the  people 
where  I  am  aren't  very  sophisticated,  but  they  tell  the  truth.  I  look 
on  the  previous  page  and  I  see  the  actual  numbers  of  the  budget 
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for  1995  and  the  year  2000  and  the  deficit  in  2000  is  $2  billion, 
roughly,  larger  than  in  1995.  The  accumulated  total  is  a  $31  billion 
increase  in  deficits  compared  with  what  we  anticipate  happening 
this  year.  This  is  not  deficit  reduction. 

Another  thing,  and  I  think  the  Chair  will  disagree  with  me  vehe- 
mently on  this,  I  think  it  ought  to  become  a  criminal  ofiense  to 
present  budgets  5  years  and  particularly  10  years  into  the  fiiture. 
Ten-year  budgeting  is  crazy.  Economists  have  no  idea  how  to 
project  economic  conditions  that  far  ahead.  Politicians  and  policies 
change. 

I  took  Bush's  1991  budget  and  looked  at  the  1995  projections  to 
show  that  this  is  a  bipartisan  remark  and  it  appears  that  revenues 
in  1995  will  be  $140  billion  less  than  Darman  projected  in  1991 — 
1990,  which  actually  understates  the  error  since  we  had  a  tax  in- 
crease in  between  and  we  have  $62  billion  more  in  spending  than 
Bush  said  in  1990,  so  if  I  may  play  on  the  names  of  some  0MB 
Directors,  Chairman  Kasich,  we  have  gone  from  Darmangeddon  on 
to  Alice  in  Wonderland,  and  that  is  a  bipartisan  thing. 

I  just  think  you  have  got  to  get  your  act  together  in  terms  of  pro- 
cedures and  all.  You  can't  look  that  far  ahead,  and  we  do  need  to 
make  cuts.  Now,  it  is  not  a  growth  budget.  I  have  spent  the  last 
15  years  doing  studies  on  State  and  local  experiments  in  budgeting, 
in  fiscal  actions.  There  is  crystal  clear  evidence  from  the  States  and 
from  international  data  that  increases  in  State  and  local  govern- 
ment spending  are  negatively  correlated  with  economic  growth.  The 
evidence  is  clear  on  this  so  this  is  not  a  growth  budget.  It  is  not 
achieving  the  goals  of  growth.  It  is  not  achieving  fairness  and  eq- 
uity in  the  sense  of  providing  accurate  information  to  the  American 
people  on  what  you  are  doing. 

Now,  I  have  used  up  6  minutes,  I  think.  Chairman  Kasich.  I 
would  be  glad  to  elaborate. 

Chairman  Kasich.  Well,  I  want  to  thank  you  for  being  here,  Doc- 
tor, and  you  will  have  a  chance  to  elaborate. 

[The  prepared  statement  of  Dr.  Richard  K.  Vedder  follows:] 

Prepared  Statement  of  Dr.  Richard  K.  Vedder,  Professor  of  Economics  and 
Faculty  Associate,  Contemporary  History  Institute,  Ohio  University  and 
Research  Fellow,  Independent  Institute,  Oakland,  CA 

Chairman  Kasich  and  members  of  the  Budget  Committee,  I  wish  to  make  four 
points.  First,  the  recent  rhetoric  over  the  new  Federal  budget  continues  the  dishon- 
est, misleading  interpretations  of  Federal  fiscal  actions  that  have  plagued  our  na- 
tion for  years.  As  such,  this  budget  is  not  merely  a  fiscal  issue,  it  is  a  moral  issue. 
Second,  despite  some  promising  reductions  in  Federal  programs,  on  balance  this 
budget  increases  the  Federal  command  over  resources,  which  will  have  an  adverse 
effect  on  American  economic  growth.  This  is  not  a  growth  budget.  Third,  by  not  at- 
tacking deficit  financing,  this  budget  continues  the  attempt  by  Washington  to  tax 
the  people  through  stealth  methods  rather  than  through  morally  acceptable  explicit 
taxation.  It  makes  mockery  of  the  professed  support  that  the  President  indicated  for 
balancing  the  budget.  Fourth,  and  closely  related  to  the  third  point,  the  budget  con- 
tinues a  worrisome  trend  in  American  life,  namely  efforts  by  politically  powerful 
adults  to  redistribute  the  burden  of  their  irresponsible  fiscal  actions  onto  children 
who  are  relatively  helpless  and  politically  powerless. 

misleading  interpretations  of  federal  fiscal  behavior 

I  am  an  economist  and  will  speak  a  good  deal  in  the  next  few  minutes  about  eco- 
nomic incentives,  growth  rates,  and  so  on,  but  I  must  confess  that  my  concerns  with 
this  budget  deal  as  much  with  morality  as  with  economics. 
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My  problem  with  the  budget  begins  with  the  first  page  of  the  "Budget  Message 
of  the  President"  (Budget,  p.  3).  The  President  says,  and  I  quote:  "My  budget  keeps 
us  on  the  course  of  fiscal  discipUne  by  proposing  $81  billion  in  additional  deficit  re- 
duction through  the  year  2000."  Now,  I  am  from  a  rural  area  in  Appalachian  Ohio, 
and  folks  where  I  come  from  are  often  not  terribly  sophisticated,  but  they  tell  the 
truth.  I  think  they  would  interpret  the  President's  statement  to  mean  that  the 
President  is  proposing  tax  and  spending  measures  that  will  make  the  deficit  in  the 
year  2000  some  $81  billion  less  than  in  this  fiscal  year.  In  Washington,  however, 
apparently  a  budget  deficit  increase  becomes  a  decrease  by  some  Orwellian  twist  of 
words. 

Looking  at  page  two  of  the  document,  I  see  the  proposed  deficit  in  2000  is  $194.4 
billion,  compared  with  an  anticipated  deficit  of  $192.5  billion  this  year.  Doing  a  little 
arithmetic,  it  is  clear  that  the  President  is  saying  the  deficit  in  the  year  2000  is 
going  to  be  $1.9  billion  larger  than  at  present.  But  I  realized  my  error:  I  was  ignor- 
ing the  years  between  fiscal  year  1995  and  fiscal  year  2000— the  President's  state- 
ment obviously  refers  to  a  cumulative  deficit  reduction  figure  for  the  5-year  period. 
But  then  I  observed  that  in  every  single  year  from  1995  to  2000,  the  President  fore- 
sees an  increase  in  the  deficit  over  existing  levels,  accvimulating  to  over  $31  billion 
over  the  5  years.  Instead  of  $81  billion  in  deficit  reduction,  we  have  $31  billion  in 
deficit  accumulation.  This  distortion  of  facts,  accepted  uncritically  by  most  of  the 
media,  turns  a  budget  which  actually  increases  deficits  into  a  deficit  reduction  docu- 
ment. To  do  so  is  not  merely  misleading,  it  is  immoral.  It  contributes  to  the  public's 
disillusionment  with  government.  A  business  behaving  in  that  fashion  most  likely 
would  face  legal  action.  What  we  have  here,  in  my  judgment,  is  lying  to  the  Amer- 
ican people.  While  you  cannot  probably  legislate  morality,  I  hope  you  adopt  proce- 
dures that  discourage  this  practice.  Spending  and  taxes  one  year  should  be  com- 
pared with  spending  and  taxes  in  another  year,  not  some  mjrthical  figure  based  on 
some  baseline  projections. 

In  this  regards,  I  think  you  should  amend  the  1974  Budget  Act  to  make  it  a  crimi- 
nal offense  to  present  buagets  5  vears  in  the  future.  Economists  have  no  idea  how 
to  project  economic  conditions  that  far  ahead  with  the  remotest  accuracy.  That 
aside,  policies  and  politicians  change.  To  show  you  that  this  is  a  nonpartisan  state- 
ment, I  took  President  Bush's  1991  budget  and  looked  at  his  1995  projections.  It 
appears  that  revenues  in  1995  will  be  about  $140  billion  less  than  Budget  Director 
Darman  then  projected,  which  actually  understates  the  error  since  taxes  were  raised 
in  1993  and  that  was  not  projected.  Predictably,  outlays  in  1995  will  be  $62  billion 
over  the  Bush  1991  projections.  The  projected  $9  billion  surplus  in  1990  now  is  a 
deficit  of  over  $192  billion.  The  deficit  error  exceeded  $200  billion.  To  play  on  the 
names  of  0MB  directors,  we  have  gone  from  Darmangeddon  to  Alice  in  Wonderland. 
To  any  member  of  this  committee  I  issue  a  challenge:  show  me  any  Federal  budget 
projection  since  this  budget  procedure  was  established  that  is  close  to  accurate  for 
the  fifth  year,  and  I'll  buy  you  a  steak  dinner,  ethics  laws  permitting. 

THIS  IS  NOT  A  GROWTH  BUDGET 

The  budget  calls  for  increased  nondefense  outlays  of  $83  billion  for  the  coming 
year,  an  increase  of  6.5  percent  over  projected  figures  for  the  current  fiscal  year. 
After  allowing  for  expected  increases  in  consumer  prices  of  slightly  over  2  percent, 
the  Administration  proposes  increasing  real  nondefense  Federal  spending  by  double 
the  rate  of  inflation,  or  over  2  percent  on  a  real  per  capita  basis.  As  a  percent  of 
total  output,  nondefense  outlays  will  rise.  Total  outlays  will  show  an  extremely 
small  decline  of  about  one-tenth  of  one  percent. 

A  budget  promoting  economic  growth  would  reduce  the  diversion  of  resources 
away  from  private  uses.  Dollar  for  dollar,  the  private  sector  makes  more  efficient 
use  of  resources  than  the  public  sector.  Private  resource  allocation  is  stimulated  by 
the  discipline  of  the  market,  and  private  entrepreneurs  are  financially  rewarded  in 
the  form  of  bonuses,  stock  options,  dividends  and  the  like  for  minimizing  the  use 
of  resources  per  unit  of  output,  while  public  sector  managers  often  are  rewarded  for 
increasing  their  public  spending  relative  to  services  provided.  Moreover,  the  pres- 
ence of  special  interest  groups  means  that  many  public  resources  get  diverted  from 
relatively  productive  taxpayers  to  less  productive  people  trying  to  enrich  themselves 
from  the  public  treasury — us  economists  call  this  '  rent-seeking." 

The  states  are  a  marvelous  laboratory  to  evaluate  the  impact  of  increased  govern- 
ment spending.  Research  that  I  have  done  for  the  National  Center  for  Policy  Analy- 
sis indicates  a  strong  negative  correlation  between  increases  in  state  spending  and 
the  rate  of  economic  growth.  The  same  thing  is  observed  internationally.  Two  schol- 
ars analyzed  data  for  107  countries  over  the  period  1970  to  1985  for  the  prestigious 
National  Bureau  of  Economic  Research  and  concluded,  and  I  quote,  "a  balanced- 
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budget  increase  in  government  spending  and  taxation  is  predicted  to  reduce  output 
growth  rates."  Other  studies  abound.  By  increasing  rather  than  reducing  the  real 
level  of  government  expenditure,  the  Clinton  1996  budget  is  not  promoting  an  ex- 
pansion of  the  rate  of  economic  growth. 

DEFICIT  FINANCING  IS  DISGUISED  TAXATION 

Except  in  rare  circumstances,  any  time  government  increases  its  spending  it 
forces  the  private  sector  to  reduce  its  expenditures.  Federal  spending  crowds  out  pri- 
vate spending  for  consumption  and  investment.  The  one  important  qualification  is 
that  spending  for  government  transfer  payments  redistributes  some  private  sector 
spending  more  than  reduces  it,  althougn  when  those  transfers  burdens  productive 
individuals  relative  to  less  productive  ones,  they  can  have  adverse  output  effects. 

The  crowding  out  of  productive  sector  activity  by  Federal  spending  occurs  if  that 
spending  is  financed  by  taxes,  by  borrowing,  by  printing  money,  or  even  by  expro- 
priation. Deficit  financing  crowds  out  private  spending  by  raising  interest  rates  and/ 
or  by  increasing  prices.  Someone  is  burdened  by  deficit-financed  spending,  just  as 
surely  as  they  are  if  the  spending  were  tax-financed. 

Moreover,  deficit  financed  spending  can  be  objected  to  on  moral  grounds.  The  bur- 
den of  tax  financing  is  typically  easy  to  observe,  whereas  the  incidence  and  nature 
of  the  burden  with  deficit  financing  is  illusive.  Deficit  financing  is  stealth  taxation, 
which  is  why  politicians  like  it.  You  burden  the  taxpayers  but  they  don't  know  it. 
Indeed,  it  is  not  clear  which  taxpayers  bear  the  burden  and  in  wnat  amounts.  It 
is  the  fiscal  equivalent  of  making  decisions  behind  closed  doors.  I  can  only  conclude 
that  those  engineering  deficits  are  attempting  to  avoid  accountability  for  their  ac- 
tions. The  marginsd  political  benefits  of  deficit-financed  spending  are  greater  than 
for  tax-financed  spending  so  it  is  done  for  political  expediency,  despite  its  violation 
of  a  basic  democratic  pnnciple  of  providing  voters  with  information  to  allow  them 
to  evaluate  those  making  policy. 

To  be  crystal  clear,  I  am  not  advocating  replacing  explicit  taxes  for  debt-financed 
forms  of  disguised  taxation.  I  want  to  reduce  the  Federal  command  over  resources 
through  spending  reduction.  Beyond  that,  there  are  some  forms  of  tax  reduction  that 
are  highly  desirable  because  of  the  adverse  supply-side  effects  of  taxation.  Our  al- 
most confiscatory  taxation  of  capital  gains  is  an  obvious  example.  Indeed,  I  favor 
a  radical  rationalization  of  the  Tax  Code,  such  as  Representative  Armey's  flat  tax 
proposal. 

INTERGENERATIONAL  EFFECTS 

A  very  good  case  can  be  made  that  adults  of  our  generation  are  doing  things  today 
that  will  lower  the  quality  of  lives  of  our  children.  Thus  we  tolerate  mediocre  schools 
and  education,  we  have  presided  over  a  rise  of  teenage  drugs,  pregnancy,  crime  and 
suicide,  and  we  have  promoted  fiscal  policies  that  lower  our  rate  of  savings  and  in- 
vestment, reducing  both  the  capital  stock  available  for  our  children  and  their  stand- 
ard of  living.  I  like  to  call  it  "Youthanasia."  I  think  we  do  it  for  a  variety  of  reasons, 
but  mainly  Decause  kids  are  politically  and  financially  powerless,  and  redistributing 
the  burden  of  policies  to  future  generations  can  sometimes  win  points  with  short- 
sighted adults  today,  people  who  vote  and  give  money  to  campaigns. 

Persistent  deficit  financing  means  the  national  debt  will  continue  to  rise,  increas- 
ing interest  payments  in  the  future.  If  current  deficit-financing  served  to  increase 
national  productivity  today  because  it  induced  productive  investment  spending,  it 
conceivably  could  be  justifiable.  But  there  is  no  evidence  that  this  is  what  is  hap- 
pening in  this  budget.  We  can  reduce  the  burden  of  the  budget  on  the  American 
taxpayer  by  selling  Federal  debt  today  to  foreigners,  but  our  kids  will  pay.  Ageiin, 
the  morality  of  all  of  this  is  questionable  at  best. 

This  statement  does  not  deal  with  many  issues.  For  example,  in  my  book  with 
Lowell  Gallaway,  "Out  of  Work:  Unemployment  and  Government  in  Twentieth-Cen- 
tury America  (New  York:  Holmes  &  Meier,  1993),  we  demonstrate  that  deficit  fi- 
nancing does  not  provide  fiscal  stimulus,  as  some  claim.  Some  might  say,  "where 
would  you  cut  spending  to  reduce  the  deficit  and  stimulate  growth-inducing  private 
sector  activity?"  I  can  say  to  you:  that  is  your  decision.  Clearly  you  need  to  reduce 
subsidies,  such  as  for  farmers,  and  entitlements,  including  rationalizing  Medicare/ 
Medicaid  and  constraining  Social  Security  without  actually  reducing  monthly  checks 
to  recipients.  You  should  cut  spending  for  Amtrak,  the  arts,  undemonstrated  Fed- 
eral education  projects  that  reduce  local  school  autonomy,  state  and  local  grants, 
and  so  on.  The  President  is  to  be  commended  in  wanting  to  get  rid  of  the  Interstate 
Commerce  Commission.  But  there  are  bigger  fish  to  fry.  Just  for  starters,  I  suspect 
that  occupational  accidents  in  the  United  States  would  have  been  no  greater  in  1994 
if  the  Occupational  Safety  and  Health  Administration  did  not  exist.  Yet  I  read  that 
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it  is  in  line  for  a  double  digit  increase  in  funding.  Would  America  be  a  worse  place 
without  the  Legal  Services  Corporation,  the  Export-Import  Bank  or  the  Small  Busi- 
ness Administration?  I  doubt  it.  The  list  goes  on  and  on. 

The  House  Budget  Committee  can  play  a  constructive,  leading  role  in  restoring 
truth  in  budgeting,  morality  to  government,  and  in  promoting  economic  growth,  by 
adopting  a  strate©^  that  significantly  reduces,  not  increases,  real  Federal  spending, 
thereby  reducing  the  deficit  and  the  damage  it  imposes  on  present  and  fiiture  Amer- 
icans. Thank  you. 

Chairman  Kasich.  How  about  we  will  go  to  Congressman  Miller 
and  then  to  Congressman  Stenholm,  unless,  Martin,  you  have  a 
question.  We  will  come  back.  We  will  come  back. 

Mr.  Miller.  Let  me  go  back  to  some  basic  economics  so  I  can  get 
a  better  understanding  of  Economics  101  type  stuff.  I  was,  as  I 
think  some  people  on  both  sides  of  the  aisle  were  very  dis- 
appointed, that  the  budget  was — did  not  really  address  the  deficit. 

In  projecting  the  $200  billion  deficit  off  into  the  future,  which  I 
don't  think  you  want  us  to  project  an5rway,  but  at  any  rate,  the 
question  I  have  in  basic  economics  is  the  relationship  of  economic 
activity  to  the  deficit  spending.  Keynesian  tells  you  the  more  you 
spend,  that  stimulates  economic  activity.  Explain  to  me  why  reduc- 
ing the  deficit  and  making  it  go  to  zero  would  help  the  economy 
and  how  does  that  relate  really  to  that — ^you  know,  to  that  middle 
class  American  we  keep  talking  about,  the  relationship? 

What  is  it  to  them,  to  that  middle  class  American?  What  is  the 
advantage  of  getting  to  a  zero  deficit? 

Mr.  Makin.  Very  simply,  the  United  States  is  a  country  that  has 
to  import  savings  equal  to  about  2  percent  of  GDP  and  one  of  the 
reasons  is  that  the  Federal  Grovemment  absorbs  part  of  the  saving 
by  spending  more  than  it  takes  in,  and  the  Federal  Grovemment  of 
course  moves  to  the  front  of  the  line  when  it  comes  to  absorbing 
saving  because  they  have  the  best  credit  rating  so  they  just  shoul- 
der the  private  sector  out  of  the  credit  market. 

That  I  think — that  is  one  of  the  problems  is  that  you  have  less 
access  to  borrowing,  to  build  capital  and  so  on  in  the  private  sector. 
I  think  a  more  important  point  is  that  raising  revenue  is  costly. 
That  is,  when  you  tax  the  economy,  the  cost  is  greater  than  just 
the  tax  you  take  in.  The  example  I  gave  is,  suppose  you  had  to 
raise  all  of  our  revenue  by  putting  up  toll  gates. 

That  is  the  worst  system  you  could  think  of  because  essentially 
the  collection  of  the  taxes  is  costly  and  there  are  ways  to  design 
the  tax  system  that  minimize  that  cost,  and  basically  it  is  low 
tax — low  and  uniform  tax  rates  levied  on  consumption.  So  there 
you  are.  I  am  out  of  the  closet.  I  am  a  low  tax  rater,  consumption 
tax  person. 

But — so  a  bigger  deficit  means  you  have  got  to  raise  more  taxes 
to  pay  the  interest  and/or  deal  with  the  higher  level  of  government 
spending,  so  that  increases  the  dead  weight  loss  on  the  economy. 

Mr.  Miller.  Address  this  issue  about  solving  it  by  reducing 
spending.  Ignore  the  tax  thing.  Assume  taxes  stay  the  same.  If  we 
only  do  it  by  reducing  the  spending  level  to  get  to  the  balanced 
budget,  what  impact  is  that  going  to  have  on  the  economy? 

Is  that  going  to  have  a  positive  impact? 

Mr.  Makin.  It  is  going  to  have  positive  and  negative  impacts,  but 
the  net  will  be  positive.  Obviously  if  you  slow  the  growth  of  spend- 
ing on  programs  that  are  getting  more  costly,  Medicare  and  Medic- 
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aid,  that  will  hurt  some  people  up  front,  but  if  you  force  them  to 
rationalize  the  supply  of  medical  services,  as  we  have  seen  can  be 
done  in  the  private  sector,  ultimately  you  will  have  some  benefits. 

Again,  I  just  go  back  to  a  simple  premise.  It  is  clear  that  18.5 
percent  is  about  the  limit  on  revenues,  and  the  Federal  Govern- 
ment insists  on  spending  22.5  to  23.  We  would  be  better  off  if  we 
got  spending  down  to  18.5  and  then  rationalize  the  tax  system  so 
that  we  minimize  the  cost  of  collecting  the  18.5. 

That  is  essentially  my  agenda,  and  it  is  clear — I  think  my  col- 
league here  has  referred  to  a  lot  of  evidence  that  suggests  that 
countries  that  move  in  that  direction  tend  to  have  higher  growth 
rates  because  you  have  less  dead  weight  loss  in  collecting  the  taxes 
and  you  have  more  access  to  credit  for  the  private  sector. 

Mr.  Vedder.  And  I  would  agree  exactly  with  everj^hing  that  Mr. 
Makin  said.  I  would  add  also  that  essentially  if  you  achieve  a  zero 
deficit — if  you  achieve  a  balanced  budget  through  spending  reduc- 
tion, which  is  what  you  are  asking,  and  you  assume  that  tax  in- 
creases are  off  the  table,  and  I  think  they  are  for  the  reasons  that 
John  mentioned,  what  you  in  effect  are  saying,  we  are  going  to  in- 
crease the  amount  of  resources  commanded  by  the  private  sector 
relative  to  the  resources  commanded  by  the  public  sector  over  time. 
To  be  sure,  some  people  will  lose  in  the  process,  others  gain  in  the 
process. 

But  the  private  sector  dollar  for  dollar  is  more  efficient  in  its  use 
of  resources  than  the  public  sector,  not  because  people  in  the  public 
sector  are  bad  or  wrong.  I  am  a  public  sector  employee,  I  might 
add.  The  incentive  systems  and  so  forth  in  the  private  sector  with 
market  disciplines  work  in  a  more  efficient  way  to  increase  total 
output  in  the  long  run,  and  so  it  tends  to  be  more  output-inducing 
to  reduce  government  spending  to  allow  greater  private  spending 
in  the  long  run. 

Mr.  Miller.  Do  I  have  time  for  one  more  question? 

Chairman  Kasich.  Sure. 

Mr.  Miller.  On  the  business  cycle,  when  we  are  on  the  down 
part  of  the  business  cycle,  what  do  we  do  about  a  balanced  budget 
when  revenues  are  down  and  certain 

Mr.  Makin.  You  have  to — I  mean,  there  are  built-in  stabilizers 
where  spending  goes  up  when  things  slow  down  and  tax  revenues 
go  down.  I  mean,  one  way  to  deal  with  that  is  you  balance  the 
budget  on  average  over  a  period  of  2  or  3  years,  because  otherwise, 
you  could  get  into  a  situation  where  the  economy  is  slowing  down, 
budget  deficit  will  go  up.  We  know  that.  So  you  build  in  a  mecha- 
nism that  has  you  not  reinforcing  the  slowdown. 

Mr.  Miller.  Should  government  cut  spending — during  like  busi- 
nesses when  they  have  a  slowdown,  they  have  to  cut  spending. 
Should  government  cut  their  spending  during  a  recession? 

Mr.  Makin.  Not  the  best  time. 

Mr.  Miller.  Dr.  Vedder. 

Mr.  Vedder.  Well,  to  answer — I  am  an  economic  historian  so  I 
like  to  look  at  historical  examples,  and  we  had  one  period  in  Amer- 
ican history  where  we  moved  with  a  vengeance  with  a  budget  defi- 
cit equal  to  20  percent  of  our  gross  domestic  product  to  a  budget 
surplus  in  a  period  of  12  months  and  this  was  at  the  end  of  World 
War  II. 
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Now,  at  the  time  everyone  said  we  were  going  to  have  double 
digit  unemplo3anent.  I  mean  everyone  said  this.  There  were  one  or 
two  kooks  who  didn't  say  it  who  they  put  away,  but  what  happened 
to  the  unemployment  rate?  Well,  it  peaked  at  3.9  in  1946.  It  actu- 
ally hit  some  intermonth  highs  at  4.1  or  4.2. 

What  I  am  suggesting  is  that  the  economy's  ability  to  respond  to 
a  reduction  in  fiscal  stimulus  is  amazingly  strong.  You  might  say 
World  War  II  is  a  special  case.  There  were  a  lot  of  other  things 
going  on  then.  Price  controls  were  removed  in  the  middle  of  1946, 
and  so  on,  but  my  analysis  of  20th  century  economic  history  is  that 
fiscal  stimulus  generally  is  overrated  as  a  counter  cyclical  tool,  and 
an  orderly  reduction  in  the  budget  over  time  would  become  built 
into  expectations  of  economic  actors,  as  we  say,  consumers  and  pro- 
ducers and  all,  and  I  think  would  have  a  very  benign  effect  in 
terms  of  cycles. 

Chairman  Kasich,  Thank  you.  And  no,  you  cannot  ask  one  more. 

Mr.  Stenholm. 

Mr.  Stenholm.  Mr.  Vedder,  Dr.  Makin,  responding  to  a  question 
earlier,  the  first  question  of  Mr.  Sabo,  could  you  see  any  reason 
why  we  ought  to  start  this  discussion  of  reducing  the  deficit  with 
a  tax  cut,  what  would  be  your  response  to  that? 

Mr.  Vedder.  Well,  I  think — I  love  tax  cuts.  I  agree  with  Dr. 
Makin. 

Mr.  Stenholm.  Let  the  record  show  all  of  us  love  tax  cuts.  No 
one  is  opposed  to  cutting  taxes. 

Mr.  Vedder.  And  we  love  our  mothers  too.  Most  of  us. 

Chairman  Kasich.  Are  you  with  the  Department  of  Economics? 
Is  that 

Mr.  Vedder.  I  favor  a  rationalization  of  the  Tax  Code,  including 
moving  to  consumption  taxes,  flat  rate  taxes,  marginal — lower  mar- 
ginal rates  and  so  on.  I  favor  radical  reform  more  than  minor  incre- 
mental reform. 

I  think  cutting  $15  billion  or  $20  billion  in  taxes  this  year  is  of 
the  lower  order  of  magnitude  in  terms  of  its  economic  impact  along 
the  lines  suggested.  I  do  think  we  can  raise  the  19  percent  or  the 
18.5  percent  that  Dr.  Makin  is  talking  about  in  ways  that  are  more 
rational  and  more  efficient  than  at  the  present,  and  that  we  can 
get  a  lot  of  gain  from  moving  in  that  direction. 

But  I  do  believe  the  reduction  in  the  budget  deficit  is  a  matter 
of  importance  if  it  means  spending  reduction.  Deficits  are  implicit 
taxes.  So  if  you  reduce  taxes  explicitly  and  you  increased  the  deficit 
in  so  doing,  you  are  moving  from  explicit  to  implicit  taxation.  That 
in  itself  is  not  too  helpful.  If  the  form  of  tax  reduction  brings  about 
efficiencies  in  the  economy  because  they  are  good  tax  cuts  in  terms 
of  economic  incentives,  the  effects  may  be  more  positive. 

Mr.  Makin.  Can  I  make  a  comment?  Suppose  you  were  to  totally 
reform  the  tax  system  and  collect — ^by  the  way,  people  say,  oh,  we 
have  to  get  to  work  on  this. 

The  blueprint  for  tax  reform  that  was  produced  at  the  end  of  the 
Ford  administration  by  David  Bradford  is  a  clear  outline  on  how 
to  reform  the  tax  system  to  minimize  the  cost  of  collecting  taxes. 
If  putting  that  into  place  said  that  the  budget  deficit  would  go  up 
by  $100  billion,  I  would  say  hurry  up  and  do  it. 
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Mr.  Stenholm.  The  other  question  that  I  want  to  ask  you,  can 
you  give  me  the  pros  and  cons  for  the  argument  of  exclusion  of  So- 
cial Security  from  consideration  of  balancing  the  budget? 

Mr.  Makin.  There  are  none.  I  mean,  they  are  all — Social  Security 
outlays  are  outlays  that  have  to  be  financed  by  taxes. 

Mr.  Vedder.  They  are  Federal  activity. 

Mr.  Stenholm.  We  have  a  lot  of  rhetoric  going  on  around  this 
town  right  now  that  the  only  way  that  we  will  vote  for  a  balanced 
budget  constitutional  amendment  is  that  if  we  put  into  the  Con- 
stitution that  we  specifically  exclude  Social  Security. 

Are  you  saying  that  that  is  not  a  valid 

Mr.  Makin.  I  would  like  to  add  that  you  exclude  from  any  reduc- 
tions in  and  outlays  any  expenditure  on  economists. 

Mr.  Vedder.  In  fact  that  might  be  something  you  ought  to  tax 
is  economists. 

Mr.  Smith  of  Michigan.  Especially  older  ones. 

Mr.  Makin.  Right.  Especially  older.  That  is  nonsense. 

Mr.  Stenholm.  You  mean  you  are  saying  it  is  nonsense  for  a 
Member  of  Congress 

Mr.  Makin.  I  didn't  say  that.  I  haven't  been  away  from  Washing- 
ton for  that  long. 

Mr.  Stenholm.  All  right.  You  are  saying  that  it  is  nonsense  for 
anyone  that  is  not  a  Member  of  Congress  to  say  that  we  should  be 
excluding  Social  Security  from  any  consideration  for  purposes  of 
balancing  the  budget? 

Mr.  Makin.  I  would  say  that,  you  know,  we  all  have  a  compara- 
tive advantage.  The  gentlemen  in  this  distinguished  body  I  think 
are  probably  distinguished  by  their  ability  to  tell  people  necessary 
bad  news,  and  part  of  the  necessary  bad  news  is  that,  you  know, 
you  could  put  Social  Security  on,  you  could  put  Social  Security  off. 
There  is  a  lot  of  money  there. 

The  real  value  of  Social  Security  benefits  has  been  going  up  since 
1975,  and  it  was  intended  to  stay  constant,  and  it  constitutes  a 
generational  tax  where  people  in  the  work  force  are  subsidizing 
people  who  are  retired.  We  want  to  provide  constant  purchasing 
power  for  retirees. 

I  don't  think  we  want  to  provide  increasing  purchasing  power  for 
retirees,  especially  when  you  consider  the  generational  distribution 
of  wealth.  On  average,  that  doesn't  make  any  sense.  So  I  mean  to 
take  Social  Security  off  budget  is  simply  to  suggest  that — I  mean, 
believe  me,  the  bond  market  doesn't  know  when  the  government 
has  to  sell  bonds  to  pay  Social  Security  benefits  or  to  pay  for  de- 
fense. All  they  know  is  the  government  is  selling  bonds.  The  effects 
on  the  economy  are  identical. 

So  if  you  are  looking  at  it  that  way,  or — anything  that  you  ex- 
clude from  the  deficit  reduction  process  is  somehow  going  to  in- 
crease the  burden  on  the  rest,  especially  when  it  is  such  a  big  item. 
So  it  is  arithmetic. 

Mr.  Vedder.  I  agree  with  Dr.  Makin  on  the  economics  of  it.  I  un- 
derstand the  political  dimension  is  quite  different,  but  I  think  the 
next  great  political  leader  of  our  Nation,  and  I  don't  know  which 
party  he  or  she  will  come  from,  the  next  great  political  entre- 
preneur in  this  Nation  will  be  the  one  who  finds  a  way  to  tell  the 
American  people  how  to  accept  a  significant  reduction  in  this  pro- 
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gram  in  a  way  that  is  politically  palatable  and  acceptable.  I  think 
you  perhaps  underestimate,  in  spite  of  Danny  Rostenkowski  get- 
ting beat  up  by  old  people,  the  ability  and  the  willingness  of  Amer- 
ican people  to  face  up  to  this  situation  even  in  the  short  run,  al- 
though admittedly  I  am  a  tenured  professor  and  you  are  running 
for  office  every  2  years. 

Mr.  Stenholm.  Might  be  helpful  if  you  would  go  ahead  and  say 
what  you  really  think  about  us  Congressmen,  and  if  you  two  won't 
do  it,  we  can  get  other  people  to,  instead  of  pandering  to  us. 

Thank  you. 

Chairman  Kasich.  It  is  a  good  point. 

Mr.  Lazio. 

Mr.  Lazio.  Mr.  Vedder,  good  morning.  Mr.  Makin. 

I  always  wondered  where  the  chairman  got  his  exuberance  and 
after  hearing  you,  Mr.  Vedder,  I  now  understand  it  is  sort  of  an 
Ohio  thing. 

Mr.  Vedder.  Ohioians  are  usually  considered  to  be  undis- 
tinguished— we  are  always  25th  out  of  50  States  in  everything.  We 
are  in  the  middle,  but  some  of  us  try  to  break  out  of  that  mold  a 
little  bit. 

Mr.  Lazio.  I  just  want  to  ask  you  a  couple  questions  about  5-, 
6-,  7-year  budgets.  You  have  in  your  testimony  expressed  some 
skepticism  about  the  ability  of  us  to  accurately  project  into  those 
years.  Right  now  that  has  become  a  central  argument,  especially  on 
the  Senate  side,  where  some  people  profess  to  support  moving  to- 
ward a  balanced  budget  but  say  that  they  don't  want  to  do  it  un- 
less they  can  see  a  7-year  plan.  I  always  had  some  skepticism  as 
well  about  our  ability  to  project  out  into  those  outyears. 

I  am  wondering  if  you  could  comment  on  that. 

Mr.  Vedder.  I  didn't  bring  the  data  to  prove  this,  but  since  the 
Budget  Act  of  1974  or  ever  since  we  started  doing  these  long-term 
projections,  for  whatever  reasons,  those  fifth-year  projections  have 
been  off  the  mark.  Dr.  Makin  may  have  more  evidence,  but  cer- 
tainly within  the  last  decade  that  has  been  the  case. 

Now,  we  may  be  off  the  mark  for  technical  economic  reasons,  be- 
cause of  the  inability  of  economists  and  others  to  make  accurate  as- 
sumptions about  the  future.  That  is  part  of  it.  But  part  of  it  also 
relates  to  political  will,  and  it  is  easy  to  do  things  that  are  palat- 
able in  the  short  run  and  say,  well,  we  are  going  to  do  these  pain- 
ful things  4  years  from  today  because  4  years  from  today  is  after 
the  next  election.  Actually  I  have  a  lot  of  respect  for  Congress  per- 
sons, in  spite  of  Representative  Stenholm's  remark;  I  used  to  work 
for  this  body.  But  it  is  painful  to  do  the  hard  things  now,  and  you 
want  to  put  the  costs  into  the  future. 

So  you  say  over  5  years  we  are  going  to  save  $100  billion  doing 
something  and  $3  billion  this  year  and  in  the  outyears,  $20,  $25 
billion.  Well,  when  that  pain  comes  in  3  or  4  years,  we  back  off. 
The  5-year  projections  are  a  way  of  reducing  political  pain,  and  I 
think  that  is  understandable. 

That  is  utility  maximizing  behavior,  as  we  say  in  economics,  but 
I  don't  think  it  is  good  budgeting  in  the  sense  that  it  misrepresents 
reality  somewhat,  and  I  think  it  adds  to  the  cynicism  about  the 
process  in  Washington  and  the  low  public  esteem  people  have  to- 
ward, not  just  Congress,  but  the  executive  branch  as  well.  Speak- 
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ing  as  a  citizen,  I  think  that  that  is  bad  and  I  put  it  a  little  strong- 
ly, I  think  it  is  immoral.  If  a  businessman  did  some  of  these  things, 
you  know,  he  would  be  in  jail. 

Mr.  Lazio.  Let  me  ask  Dr.  Makin. 

Clearly  there  also  are  some  technical  reasons  why  going  out  to 
those  outyears  makes  it  a  more  difficult  challenge  to  project.  The 
Fed  has  had  some  history,  for  example,  in  overcorrecting  programs 
like  Medicare.  We  have  not  had  a  very  positive  experience  in  terms 
of  our  ability  to  project  costs  in  the  outyears. 

Would  you  agree  with  that? 

Mr.  Makin.  Well,  yes  and  no.  First  of  all,  let  me  just  offer  a  gen- 
eral comment.  You  need  to  have  some  set  of  baseline  assumptions 
if  you  are  going  to  do  budgeting  over  a  5-year  period,  and  I  think 
to  make  believe  the  future  isn't  there  is  probably  not  productive, 
and  you  can  forecast  probably  things  on  average  over  5  years  with 
reasonable  certainty.  On  a  year-to-year  basis  is  the  hard  part. 

So  I  started  my  comments  by  suggesting  that  there  has  been  a 
cycle  of  budget  forecasts,  and  we  just  last  year  ended  a  cycle  where 
the  vogue  was  from  underestimating  budget  deficits  to  overestimat- 
ing budget  deficits,  and  when  the — late  in  the  Bush  administration, 
early  in  the  Clinton  administration,  you  had  what  were  conscious 
overestimations  of  the  budget  deficit,  which  I  took  as  a  signal  that 
they  wanted  to  try  to  cut  the  deficit. 

Mr.  Lazio.  But  we  have  never  had  that  over  a  5-year,  6-year,  7- 
year  period  of  time.  Do  you  know  anybody  who  has  projected  a  defi- 
cit to  be  larger  than  it  is? 

Mr.  Makin.  Oh,  yes.  Over  the  past — if  you  looked  at  the  budget 
deficits  and  again,  somebody  here  from — you  know,  will  have  the 
numbers  at  their  fingertips,  but  if  you  looked  at  the  budget  deficits 
for  1993,  1994,  and  maybe  even  1995,  you  would  find  that  the  pro- 
jections several  years  ago  were  way  above  the  outcome. 

Mr.  Lazio.  But  that  is  because  of  policy  changes. 

Mr.  Makin.  Some  policy  changes,  some  differences  in  the  econ- 
omy, but  you  had  a  period  in  the  1980's  when  they  were  ludicrously 
below  the  outcome.  What  I  am  saying  is  that  the  White  House — 
any  administration  has  a  tactic  unrelated  to  reality  with  regard  to 
the  budget  outlook  when  they  put  together  the  budget  document, 
which  is  not  a  document,  as  you  know,  that  is  meant  actually  to 
predict  what  the  budget  will  be.  It  is  a  document  that  is  trjdng  to 
set  the  agenda  by  either  saying  there  is  a  lot  of  work  to  do  or  there 
isn't  very  much  work  to  do. 

Mr.  Lazio.  But  if  you  have  no  confidence 

Chairman  Kasich.  You  want  one  more? 

Mr.  Lazio.  Yes,  if  I  could  just  finish  this.  If  you  have  no  con- 
fidence in  those  outyear  numbers,  it  makes  a  sham  in  terms  of 
public  perception  of  the  job  that  we  are  trying  to  do  here. 

We  could  say  anything  in  years  6  and  7  to  meet  our  political  ob- 
jectives. But  that  undermines  our  ability  to  do  the  job  in  the  years 
we  can  control — next  year,  the  year  after — as  well  as  what  Dr. 
Vedder  was  talking  about,  the  public  perception. 

Yield  back. 

Mr.  Makin.  I  think  you  are  being  a  little  too  pessimistic.  There 
is  good  information  in  these  documents,  and  I  think  it  can  be  read 
as  a  signal  of  what  the  administration's  tactic  is  going  to  be. 
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You  can  also  look  at  the  economic  assumptions  and  suggest  that, 
you  know,  on  average,  they  may  be  close  to  reality  or  not  close  to 
reality,  and  there  is  a  table  in  every  budget  where  you  can  adjust 
your  budget  projection  based  on  a  change  in  the  economic  forecast. 

Chairman  Kasich.  Mr.  Orton. 

Mr.  Orton.  Thank  you,  I  have  one  comment,  then  I  want  to  yield 
the  balance  of  my  time  to  Mr.  Sabo  who  was  on  a  roll  a  few  min- 
utes ago.  I  think  he  has  a  number  of  other  questions  to  ask,  but 
I  was  intrigued.  Dr.  Makin  as  you  were  speaking  about  balancing 
the  budget  and  the  need  to  do  so. 

You  indicated  that  because  of  cyclical  economic  changes,  that  it 
would  be  necessary  to  look  at  realistically  balancing  the  budget  on 
average  over  a  period  of  years,  like  2  to  3  to  4  fiscal  year  cycles, 
thereby  not  being  so  constrained  in  one  particular  year  to  have  ab- 
solute balance  every  year. 

I  think  you  are  accurate,  but  I  think  that  is  one  area  in  which 
our  focus  and  debate  on  the  balanced  budget  amendment  has  not 
analyzed  and  focused  the  issues  and  impact  of  that  requirement  for 
absolute  balance  each  and  every  year. 

And  placing  a  supermajority  requirement  in  both  the  House  and 
Senate  requiring  three-fifths  majority  to  increase  the  debt  limit,  for 
instance,  places  us  in  a  situation  in  a  given  year  when  we  do  not 
reach  balance  because  of  economic  turndowns  or  downturns. 

We  then  are  in  a  very  bad  position  at  having  to  get  a 
supermajority  in  order  to  deal  with  it.  At  the  end  of  a  fiscal  year 
when  we  have  overestimated  revenues  that  didn't  come  about  be- 
cause of  economic  cycles  or  whatever,  it  is  too  late  to  cut  spending. 
You  can't  raise  revenue.  Your  only  option  at  that  point  is  to  borrow 
money,  and  with  that,  I  just  hope  we  deal  with  that  in  the  other 
body  because  we  haven't  dealt  with  it  here  and  I  yield  the  balance 
of  my  time  to  Mr.  Sabo. 

Mr.  Sabo.  And  thank  you,  Mr.  Orton. 

Dr.  Vedder. 

Mr.  Vedder.  Yes. 

Mr.  Sabo.  Which  would  you  prefer,  and  who  is  better  off  and  who 
has  the  relative  least  debt,  one  who  has  an  income  of  $10,000  and 
a  debt  of  $1,000  or  someone  who  has  an  income  of  $15,000  and  a 
debt  of  $1,200? 

Mr.  Vedder.  I  don't  even  begin  to  know  how  to  answer  that 
question  because  I  am  not  sure  what  you  want  of  me. 

Who  is  better  off?  Is  that  the  question? 

Mr.  Sabo.  Yes. 

Mr.  Vedder.  Who  is  better  off? 

Mr.  Sabo.  Yes.  Who  has  the  relatively  least  debt?  Who  is  better 
off. 

Mr.  Vedder.  The  person  with  $15,000  income  has  debt  that  is  a 
smaller  proportion  of  his  income,  if  that  is  the  point  you  are  trying 
to  make. 

Mr.  Sabo.  That  is  right.  You  seem  to  ignore  that  in  your  analysis 
of  the  President's  budget.  I  frankly  think  we  need  greater  deficit 
reduction  than  he  has  projected,  but  you  are  also  not  dealing  with 
the  reality  of  the  debt  and  deficit  as  a  percentage  of  Gross  Domes- 
tic Product. 
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Mr.  Vedder.  You  are  quite  right  there  in  the  sense  that  the  pro- 
portions do  fall  in  the  Clinton  budget,  but  I  don't  think  they  fall 
enough. 

Mr.  Sabo.  ok.  That  is  a  different  issue. 

Let  me  just  speak  to  the  question  of  5-year  budgets  being  crimi- 
nal and  we  should  just  focus  on  1  year.  Clearly  the  first  year  is  im- 
portant but  it  sets  the  stage  for  following  years. 

The  reality  is,  we  went  through  1-year  targets  with  Gramm-Rud- 
man  and  it  led  to  endless  smoke  and  mirror  games  being  played 
here.  It  led  to  administrations  coming  in  with  assumptions  of  inter- 
est rates  that  were  way  below  reality.  It  led  to  games  of  either  ben- 
efits or  tax  cuts  going  into  effect  in  September,  so  it  had  no  impact 
on  that  year,  but  it  had  impact  the  next  year.  That  1-year  game, 
and  really  Congress  responded  to  that  in  1990  by  setting  5-year 
caps  on  discretionary  spending  which  worked,  and  switching  to  a 
5-year  pay-go  on  changes  in  taxes  and  entitlement  programs  and 
frankly  that  has  worked  very  well. 

So  we  still  have  those  variations,  but  those  variations  really 
come  from  changes  in  inflation,  growth  rate,  interest  rates,  things 
which  we  do  not  directly  control.  So  I  think  members  should  not 
underestimate  the  importance  of  us  projecting  for  5  years  and  7 
years  in  the  budgeting  process,  7  years  this  year  because  that  is 
the  target  of  the  balanced  budget  amendment,  to  have  some  under- 
standing of  what  we  do  now  and  how  it  projects  through  a  7-year 
period,  because  you  can  do  things  that  have  impact  on  1  year,  you 
sell  assets,  and  it  has  no  impact  on  your  budget  next  year,  except 
it  lowers  your  deficit  this  year. 

So  I  think  keeping — particularly  this  year,  a  7-year  projection  on 
what  happens  with  spending  and  on  tax  changes  is  incredibly  im- 
portant, and  I  think  to  denigrate  that  you  do  a  great  disservice, 
both  for  our  ability  to  deal  with  budget  issues,  and  for  the  public 
to  understand  the  ramifications  of  what  we  are  doing  and  what  we 
are  saying  we  are  going  to  do  over  a  7-year  period. 

Mr.  Vedder.  If  I  may  comment  on  that? 

Mr.  Sabo.  Yes. 

Mr.  Vedder.  I  agree  in  part  with  what  you  say.  I  don't  want  to 
be  misinterpreted  as  saying  I  don't  think  we  should  look  at  the 
long  run.  Indeed  I  think,  if  anything,  the  problem  in  Washington 
is  that  we  tend  to  look  at  the  short  run  more  than  the  long  run. 
We  are  ignoring  the  Social  Security  problem,  which  is  a  long-run 
thing,  because  it  poses  short-run  political  costs. 

Mr.  Shays  [presiding].  If  you  don't  mind,  if  we  could  get  to  Mr. 
Smith  and  maybe  we  could  incorporate  that  in  your  comments. 

Mr.  Smith,  you  have  the  floor. 

Mr.  Smith  of  Michigan.  Thank  you,  Mr.  Chairman. 

Let's  follow  up  on  Social  Security  maybe  a  little  bit.  Have  you 
looked  at  where  we  are  going  to  be  down  the  road?  Cato  is  suggest- 
ing that  by  1999,  the  first  beginning  of  the  insolvency  occurs  and 
sometime  during  the  year,  we  are  going  to  have  to  redeem  some 
of  those  bonds. 

Have  you  looked  at  the  progression  of  the  insolvency  of  the  Social 
Security  funds? 

Mr.  Vedder.  I  just  came  from  a  conference  across  the  street  on 
Social  Security,  and  it  is  interesting,  10  or  15  years  ago  the  inter- 
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mediate  assumption  of  the  Social  Security  trustees  was  that  the  in- 
solvency date  on  the  basic  retirement  system  would  come  in  the 
year  2065,  and  through  a  variety  of  changing  assumptions  over 
time,  it  has  become  increasingly  pessimistic.  The  current  date  is 
2029.  I  am  not  talking  now  about  Medicare.  I  am  talking  about  the 
basic  retirement  pension  system. 

And  so  the  adjustments  that  have  occurred  in  the  assumptions 
over  time  have  been  in  the  direction  of  making  the  day  of  reckon- 
ing come  earlier  rather  than  later,  and  the  trust  fund  as  it  is  de- 
fined will  peak  in  around  2020  is  what  they  say  now,  and  then  rap- 
idly deplete  in  that  decade  that  follows. 

I  think  that  the  Social  Security  problem  is  growing  rapidly  as  an 
issue  and  needs  to  be  addressed.  And  with  respect  to  Medicare,  the 
problem  is  even  more  serious,  and  the  Cato  numbers  I  think  are 
roughly  right. 

Mr.  Smith  of  Michigan.  But  when  you  come  up  with  that  2020, 
you  are  assuming  there  is  going  to  be  a  payback  of  everything  that 
has  been  borrowed. 

Mr.  Vedder.  That  assumes  current  benefit  levels,  current  legisla- 
tive levels.  Obviously  these  things  will  all  change  if  policy  changes, 
and  I  am  just  saying  if  we  don't  do  anything,  there  is  a  significant 
problem  that  develops  very  quickly  in  the  21st  century,  if  not  be- 
fore in  the  case  of  Medicare. 

Mr.  Smith  of  Michigan.  Mr.  Makin. 

Mr.  Makin.  I  always  take  a  deep  breath  before  I  talk  about  So- 
cial Security  because  it  has  been  going  on  for  so  long. 

Mr.  Smith  of  Michigan.  We  can  talk  about  Chile. 

Mr.  Makin.  No,  this  is  an  important  issue. 

Mr.  Smith  of  Michigan.  No,  Chile  as  a  substitute  for  Social  Se- 
curity: 80  percent  of  the  Chileans  now  select  a  privatized  system. 

Mr.  Makin.  That  is  how  I  usually  end  a  discussion  on  Social  Se- 
curity is  to  say,  if  it  is  such  a  great  system,  make  it  voluntary,  but 
that  does  suggest  a  perspective  on  the  system  that  it  is 
generationally  unfair.  But  again,  the  adjustment  that  is  needed  is 
so  simple,  but  I  agree,  it  is  politically  difficult,  but  not  that  dif- 
ficult. 

If  you  say  to  Social  Security  beneficiaries  that  the  increase  in 
your  benefits  is  going  to  be  two-thirds  of  CPI  instead  of  full — 2  per- 
cent a  year  instead  of  3  percent  a  year,  what  do  you  think,  you  are 
all  going  to  be  voted  out  of  office?  I  don't  think  so.  And  over  the 
long  run,  that  will  essentially  deal  with  the  problem. 

Mr.  Smith  of  Michigan.  Well,  actually,  I  mean,  I  introduced  leg- 
islation that  developed  a  new  CPI  for  specifically  that  purpose. 

Mr.  Makin.  I  am  preaching  to  the  choir  here. 

Mr.  Smith  of  Michigan.  Let  me  just  expand  on  taxes.  I  also  in- 
troduced the  neutral  cost  recovery  bill  that  eventually  became  part 
of  the  Contract  With  America  and  now  is  in  serious  problems  be- 
cause of  the  claim  of  the  outyear  costs.  It  seems  to  me  to  penalize 
capital  formation  is  sort  of  depriving  this  country  of  increased  eco- 
nomic activity. 

Give  me  your  thoughts  on  where  we  go  on  taxes  in  this  country 
to  encourage  economic  growth. 
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Mr.  Vedder.  Well,  we  don't — that  is  a  broad  question  and  one 
that  can't  be  answered  in  a  few  words,  but  clearly  we  need  to  stim- 
ulate capital  formation. 

The  tax  system  is  punitive  of  that  in  a  whole  variety  of  ways. 
Capital  gains  is  one  that  comes  quickly  to  mind,  but  others  you 
have  mentioned,  and  it  is  clear  that  long-term  economic  growth 
would  be  aided  by  moving  to  a  rationalization,  our  system  of  cap- 
ital taxation,  and  mainly  by  reducing  our  taxation  of  capital. 

Mr.  Makin.  Again,  I  totally  agree  with  that,  and  what  is  interest- 
ing is  that  it — ^you  know,  20  years  ago,  the  Treasury  undertook  to 
design  a  tax  system  that  would  minimize  the  cost  of  raising  reve- 
nue, published  it  in  the  Blueprint  on  Tax  Reform  from  the  Office 
of  Tax  Analysis. 

Mr.  Smith  of  Michigan.  This  is 

Mr.  Makin.  This  is  Dave  Bradford's  book,  and  so  the  blueprint 
is  there,  and  I  would  strongly  urge  people  to  take  a  serious  look 
at  that. 

Mr.  Smith  of  Michigan.  Mr.  Chairman,  I  don't  have  time  for  an- 
other question,  but  if  they  care  to  get  to  it  in  the  future,  it  would 
be  where  would  you  cut  government  spending. 

Thank  you. 

Mr.  Shays.  We  don't  have  that  many  members  left  and  it  would 
be  my  intention  to  go  back  if  you  wanted  to  stay. 

Mr.  Browder,  you  have  the  floor. 

Mr.  Browder.  Thank  you,  Mr.  Chairman. 

I  only  have  one  question.  Grentlemen,  to  return  to  the  question 
of  a  tax  cut,  leading  off  the  plan  with  a  tax  cut  versus  deficit  reduc- 
tion, do  you  know — I  don't  want  to  beat  this  horse  to  death — but 
do  you  know  of  any  economist  who  supports  such  an  idea? 

Mr.  Makin.  Well,  let  me  just  say,  I  want  to  repeat  what  I  said 
earlier.  That  is,  a  tax  cut  that  involves  some  rationalization  of  the 
tax  system,  has  lower  marginal  rates,  I  think,  would  be  net  bene- 
ficially, even  if  it  raised  the  budget  deficit  by  $50  billion.  So  here 
is  one. 

Mr.  Vedder.  And  here  is  two.  I  agree  exactly  with  what  he  said. 

Mr.  Browder.  Let's  say  a  tax  cut  has  been  proposed  in  the  cur- 
rent political  discussion,  either  the  President's  proposed  tax  cut  or 
the  notion  that  has  been  kicked  around  that  the  Republicans  are 
working  on. 

Mr.  Makin.  I  would  much  prefer — I  will  be  very  specific  here.  I 
would  much  prefer  in  terms  of  economic  performance  to  bypass  the 
middle  class  tax  cut  and  use  the  revenue  to  help  rationalize  the  tax 
system.  That  is,  cut  tax  rates  or  reduce  the  taxation  of  capital,  and 
cut  the  double  taxation  of  savings,  and  I  think  that  would  be  bene- 
ficial. 

Mr.  Vedder.  I  agree,  and  I  would  say  to  both  Republican  and 
Democratic  plans  that  talk  about  middle  class  tax  cuts,  they  are 
not  dealing  with  the  economic  efficiency  issues  that  money  would 
be  much  better  used  in  dealing  with. 

Mr.  Browder.  OK,  Mr.  Chairman.  I  am  going  to  try  to  wrap  up 
by  returning  to  my  question. 

Do  you  know  of  any  economists  who  support  the  middle  class  tax 
cut  that  has  been  proposed,  support  that  idea  as  we  try  to  lower 
the  deficit? 


80 

Mr.  Makin.  No. 

Mr.  Vedder.  I  don't  know  of  any,  although  I  haven't  surveyed 
many  either. 

Mr.  Browder.  Thank  you. 

Mr.  Olver  has  asked — Mr.  Chairman,  do  I  have  any  time  to 
yield? 

Mr.  Shays.  You  do  have  time. 

Mr.  Browder.  I  yield  to  Mr.  Olver,  who  I  think  would  like  to 
pursue  that. 

Mr.  Olver.  Thank  you  very  much  for  yielding  that  remainder  of 
your  time. 

I  would  like  to  go  back  to  something  that  Dr.  Vedder  had  said, 
that  best  taxes  were  low  tax  rates  on  consumption.  I  remember,  at 
least  from  my  experience  in  my  State,  Massachusetts,  that  we  had 
very  clear  data  that  the  leakage  on  sales  taxes,  which  would  be  a 
fairly  low  tax  rate  depending  upon  how  broad  that  is,  on  consump- 
tion were  something  like  one-third. 

Now,  the — and  I  think  that  is — while  that  may  be  extreme,  it  is 
not  outlandish  among — leakage  rates  on  that  kind  of  a  sales  tax. 

Now,  the  leakage  rate  on  income  taxation,  while  it  has  been 
going  up,  it  is  still  only  at  the  level  of  15-percent.  It  is  abated  by 
a  15-percent  level  or  something  like  that  of  what  is  owed,  not  being 
paid  in,  and  it  is  almost  unabateable  by  people  who  earn  wages 
and  salaries  where  their  taxes  are  withheld.  So  it  gets  abated  for 
people  who  are  not  in  those  kinds  of  categories. 

Would  you  clarify  what  you  mean  then,  knowing  that  we  have 
much  higher  leakages  on  consumption  taxes,  at  least  in  my  experi- 
ence, where  we  should  be  going  to  do  what  you  want  to  do? 

Mr.  Vedder.  What  I  was  referring  to,  if  you  want  to  look  at  the 
States,  since  you  mentioned  Massachusetts,  I  have  done  some  re- 
search looking  at  State  data.  A  State  that  imposes  a  sales  tax 
equal  to  1  percent  of  that  State's  personal  income,  equal  to  say  $1 
billion,  will  probably  have  less  adverse  effects  on  economic  growth 
than  if  that  State  were  to  put  an  income  tax  that  raises  the  com- 
parable amount  of  money. 

Sales  taxes  are  taxes  that  are  not  directly  on  production,  on  pro- 
ductive activity.  Indeed  they  are  on  consumption.  In  fact  they  may 
marginally  favor  savings,  which  is  good.  So  when  I  run  statistical 
correlations  of  the  relationship  between  sales  taxes  and  economic 
growth  using  the  50  States,  I  find  virtually  no  relationship,  but  I 
sure  do  when  I  run  income  taxes,  I  find  a  very  strong  negative  rela- 
tionship. 

As  to  the  leakage,  I  am  not  sure  what  you  mean,  a  large  part 
of  the  consumption  base  is  exempt  from  taxation,  and  that  is  the 
major  thing. 

Mr.  Makin.  I  think  I  could  address  the  leakage  issue  in  Massa- 
chusetts. I  grew  up  there  and  the  answer  is  New  Hampshire 

Mr.  Shays.  If  we  could 

Mr.  Makin  [continuing].  Where  there  is  no  sales  tax. 

Mr.  Olver.  Since  I  grew  up  there,  I  know  the  error  in  what  you 
have  just  said.  When  I  use  the  word  leakage,  maybe  I  should  say 
what  is  meant,  and  that  is  simply  the  amount  of  consumption  that 
is  paid  in  Massachusetts  that  is  not  then  paid  over  to  the  State 

Mr.  Shays.  If  I  could  interrupt. 
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Mr.  Olver  [continuing].  Paid  by  consumers  doing  the  consump- 
tion, yes,  there  was  always  a  cross-border  effect,  and  that  occurs 
when  you  have  different  rates  across  the  border. 

Chairman  Kasich.  We  do  have  time  to  come  back.  But  I  would 
like  to  keep  on  schedule. 

Mr.  Radanovich,  you  have  the  floor. 

Mr.  Radanovich.  Thank  you.  Following  up  on  some  of  the  ques- 
tions about  tax  cuts  and  the  effect  that  they  have,  I  mean,  it 
seems — let  me  give  you  my  basic  assumptions  and  you  tell  me 
where  I  am  wrong,  if  you  think  I  am.  It  would  seem  to  me  if  you 
relieve  the  tax  burden  on  individuals,  they  will  be  more  productive 
and  that  will  be  a  net  increase  under  the  current  tax  system  into 
the  Treasury. 

Can  you  tell  me  where  I  am  wrong  here? 

Mr.  Makin.  Again,  I  don't  have  a  strong — don't  have  a  strong  dis- 
agreement with  you.  If  you  simply — again,  it  is — if  you  simply  say 
to  people,  we  are  going  to  cut  your  taxes  if  you  have  a  child,  boom, 
there  are  a  lot  of  things  that  happen.  You  may  have  more  children. 
Ultimately  that  may  be  better  for  growth. 

I  think  I  agree  with  you,  but  I  just  want  to  go  back  to  the  point 
that  the  design  of  the  tax  system  is  so  much  more  important  than 
I  think  people  realize,  because  look  at  the  tax  system.  It  is  so  poor- 
ly designed,  that  you  want  a  tax  system  that  has  a  minimum  effect 
on  human  behavior.  You  have  to  decide  how  much  revenue  you 
want  to  raise. 

I  look  at  the  last  20  years.  I  see  that  18.5  percent  of  GDP  is 
about  where  we  want  to  be.  If  you  make  a  choice  that  you  want 
to  go  down  or  up,  up  seems  to  be  impossible  politically.  Down 
would  be  easier  politically,  and  that  means  you  have  to  make  some 
decisions  about  spending  and  the  type  of  taix  cuts  you  make.  But, 
yes,  there  is  going  to  be  a  change  in  human  behavior  if  you  change 
the  tax  system,  most  of  it  beneficial. 

Mr.  Radanovich.  My  second  question  is — maybe  I  could  ask  both 
of  you  gentlemen,  if  you  had  a  choice  between  achieving  a  balanced 
budget  or  downsizing  Federal  Government,  which  would  be  better? 

Mr.  Makin.  No  hesitation,  downsizing  Federal  Gk)vemment. 

Mr.  Vedder.  Absolutely. 

Mr.  Radanovich.  All  right,  thanks. 

Mr.  Shays.  Is  the  gentleman  done? 

Mr.  Radanovich.  Yes. 

Mr.  Shays.  Thank  you. 

Ms.  Meek. 

Mrs.  Meek.  Thank  you. 

The  question  is  for  Dr.  Vedder.  It  appears  that  in  a  lot  of  your 
writings  you  have  been  very  critical  of  the  raising  of  the  minimum 
wage. 

Would  you  explain  to  me  why  you  are  so  vehement  about  that? 

Mr.  Vedder.  Well,  I  wish  I  had  brought  my  minimum  wage 
graphs  with  me.  The  basic  reason  is,  I  believe  increasing  the  mini- 
mum wages  will  cost  jobs,  will  lower  output  and  inputs  used  in  pro- 
duction, will  lead  to  lower  incomes  for  the  society  as  a  whole,  and 
I  think  that  it  will  disadvantage  some  people  who  can  least  afford 
it. 
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There  is  a  very  strong  correlation  between  the  real  minimum 
wage,  the  minimum  wage  corrected  for  inflation,  and  the  unem- 
ployment rate  over  the  last  10  or  15  years.  It  is  striking,  particu- 
larly among  minorities  and  among  teenagers. 

Mrs.  Meek.  If  I  may  go  a  little  bit  further  with  that. 

Mr.  Vedder.  Sure. 

Mrs.  Meek.  The  Burger  Kings  and  the  McDonald's  of  the  world 
hire  a  lot  of  people  at  a  minimum  wage.  What  effect,  if  any,  will 
your  approach  entry-level  workers. 

Mr.  Vedder.  There  are  some  people  who  would  benefit,  no  ques- 
tion about  it,  from  increasing  the  minimum  wage.  They  will  be 
making  more  money,  and  that  is  for  them  very  good.  It  is  impor- 
tant to  keep  in  mind  that  you  mentioned  the  Burger  Kings.  One- 
third  or  a  little  more  than  a  third  of  those  who  receive  minimum 
wage  or  in  the  range  that  are  under  consideration  now  are  teen- 
agers. Another  third  are  adults  who  are  second  or  third  earners  in 
the  family  that  are  not  the  primary  earners.  About  a  third  are 
breadwinners  who  bring  in  that  as  their  main  income. 

It  seems  to  me  that  group  is  the  people  we  ought  to  target  if  we 
are  trying  to  use  this  as  an  antipoverty  device,  a  helping  hand  to 
lower-income  people.  I  just  don't  think  the  minimum  wage  is  the 
most  efficient  way  of  doing  it.  I  would  rather  give  money  to  people 
in  other  ways  that  are  less  interfering  with  markets,  a  market 
mechanism.  That  is  my  main  quarrel. 

Mr.  Olver.  Would  the  lady  yield? 

Mrs.  Meek.  Yes,  I  will  yield. 

Mr.  Shays.  Mr.  Olver,  you  have  the  floor.  You  are  making  out 
like  a  bandit  here. 

Mr.  Olver.  I  am  trying. 

Dr.  Vedder,  to  follow  up  on  the  minimum  wage  argument  that 
you  have  just  espoused,  the  millions  of  people  who  are  on  minimum 
wage,  each  under  a  minimum  wage  increase,  which  is  in  fact  the 
exact  same  minimum  wage  increase  that  was  put  in  5  years  ago 
so  there  hasn't  been  one  in  5  years,  was  45  cents  5  years  ago  in 
1990  and  then  another  45  cents  in  1991. 

Mr.  Vedder.  Yes. 

Mr.  Olver.  That  would  have  ended  up  putting  somewhere 
around  $1,700  additional  in  the  hands  of  each  full-time  minimum 
wage  worker. 

Now,  I  don't  know  precisely  the  number  of  minimum  wage  per- 
sons, full-time  equivalent  minimum  wage  persons,  but  that  rep- 
resents some  number  of  billions  of  dollars,  $5,  $10,  $15  billion, 
which  is  almost  all  going  to  be  consumed  because  these  are  work- 
ers who  are  at  the  very  lowest  of  income,  and  I  think  we  would 
probably  agree  virtually  everything  there  is  going  to  go  into  con- 
sumption, which  may  be  a  problem  for  you  economically.  But  it  will 
be  consumed  and  therefore  create  jobs. 

Do  the  analyses  take  into  account  the  number  of  jobs  that  were 
created  by  the  circulation  of  that  additional  $5  or  $10  billion  a  year 
in  the  economy? 

Mr,  Vedder.  My  analysis,  to  answer  your  question,  of  the  1990 
and  1991  wage  increases,  which  is  coming  out  next  week  in  a  study 
for  the  Institute  for  the  National  Center  of  Policy  Analysis,  is  that 
there  was  a  ripple  effect  of  the  minimum  wage  increase. 
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The  minimum  wage  doesn't  affect  merely  those  right  at  the  mini- 
mum, but  those  that  are  making  a  little  bit  above  usually  get  some 
increase  to  get  some  differential.  While  this  does  provide  some 
added  income  for  some  people,  and  very  welcome  added  income,  I 
don't  deny,  it  did  raise  overall  labor  costs  in  1990  and  1991,  unit 
labor  costs,  real  wages. 

There  is  a  shock  in  the  second  quarter  of  1990.  The  annual  rate 
of  wage  increase  was  very  substantial,  and  I  don't  think  it  is  en- 
tirely coincidental  that  a  recession  began  the  next  quarter.  I  think 
minimum,  wage  increases  of  a  large  magnitude  can  give  wage 
shocks  that  can  lead  to  a  recession. 

Mr.  Makin.  May  I  comment  on  that? 

Mr.  Sabo.  Would  the  gentlelady  yield? 

Mrs.  Meek.  I  jdeld,  yes. 

Mr.  Sabo.  I  would  only  observe  in  1986,  the  value  of  the  mini- 
mum wage  was  $6.49  in  today's  dollar.  The  unemployment  rate 
was  3.6  percent. 

Mr.  Shays.  The  time  is  up  here.  If  we  could  move  along. 

Mr.  Inglis — it  is  my  intention  to  go  to  Mr.  Inglis,  then  Mr. 
Largent  you  will  have  the  floor.  Mr.  Olver,  you  will  have  the  floor 
for  your  own  time  if  you  want  after  Mr.  Largent. 

Mr.  Inglis,  you  have  the  floor. 

Mr.  Inglis.  Thank  you,  Mr.  Chairman. 

Doctor,  I  have  a  question  for  you.  It  sort  of  gets  to  the  micro  level 
rather  than  the  macro  level.  In  particular  it  may  be  helpful  to 
study  education  as  one  of  those  areas  since  you  know  about  that 
very  well. 

It  is  very  interesting  right  now  what  is  happening,  certainly  in 
my  office,  and  I  assume  in  most  everyone  else's  office,  and  that  is, 
I  can't  tell  you  how  many  people  visit  me  and  tell  me  that  their 
program  is  about  1  percent  of  tne  Federal  budget,  and  I  am  getting 
to  the  point  of  saying,  yes,  and  there  are  nine  others  out  in  the 
hallway.  It  all  adds  up  to  100  percent. 

It  really  is  a  fascinating  thing  that  everyone  comes  and  says,  my 
program  is  about  1  percent  of  the  Federal  budget  and  there  lit- 
erally are  nine  others  out  in  the  hallway,  particularly  if  you  break 
down  Medicare  into  subunits  and  then  you  can  really  get  it  down 
to  where  that  particular  part  of  Medicare  is  1  percent,  let's  say. 

So  what  I  am  assuming,  and  I  would  like  your  comment  on  this 
as  an  economist,  is  that  if  we  do  two  things  simultaneously,  reduce 
the  size  and  scope  of  government,  reduce  its  benefits  to  recipients, 
while  at  the  same  time  reducing  the  tax  burden  or  regulatory  bur- 
den or  whatever  effects,  negative  effects  that  the  government  has 
on  private  wealthmaking  activity,  that  if  those  go  down  at  approxi- 
mately the  same  rate,  that  the  net  effect  is  positive  on  the  person 
who  lost  the  benefits.  And  I  realize  it  is  a  rocky  road.  If  they  fall 
at  differing  rates,  then  it  is  a  particularly  rocky  road. 

What  I  would  like  to  do  is  see  if  you  agree  with  that  observation 
and  apply  it  to  education,  which  is  a  hot  topic.  You  know,  if  we  go 
cutting  aid  to  education  or  student  loan  programs,  the  question  is, 
is  there  some  corresponding  benefit  that  may  accrue  to  those  fami- 
lies while  they  lose  some  benefits  on  the  one  hand,  that  they  pick 
up  others,  particularly  if  we  went  to  the  kind  of  tax  system  that 
you  are  talking  about?  Am  I  dreaming  or  is  that  the  case?  Is 
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there — if  those  go  down  commensurately,  is  there  a  net  benefit  to 
the  individual? 

Mr.  Vedder.  Well,  we  are  all  participating  in  various  special  in- 
terests. We  all  are  in  the  educational  system,  we  are  in  the  Social 
Security  system,  and  any  time  you  cut  those  special  benefits  that 
we  receive  because  of  some  status  that  we  have  in  our  society,  you 
are  hurting  us. 

But  at  the  same  time,  we  are  general  citizens  that  benefit  from 
the  overall  reduction,  and  I  think  you  are  basically  right  that  over- 
all, for  most  people,  the  general  benefit  gains  from  cutting  govern- 
ment will  exceed  the  special  interest  losses,  if  I  may  put  it  in  those 
terms,  but  there  will  be  exceptions. 

There  will  be  winners  and  there  will  be  losers,  but  my  sense  is 
there  will  be  more  winners  than  losers,  and  besides,  the  economy 
as  a  whole  will  get  bigger.  The  pie  will  get  bigger.  You  are  dividing 
up  the  pie  differently,  but  the  pie  will  get  bigger  if  you  do  it  in  a 
rational  fashion. 

Mr.  Inglis.  Let  me  ask  you  this:  Will  your  students  be  winners 
or  will  they  be  losers? 

Mr.  Vedder.  If  you  cut  education,  hey,  I  can  speak  unequivocally 
to  that.  They  won't  be  affected  at  all,  much.  Eric  Hanushek  of  the 
University  of  Rochester  has  surveyed  the  literature  and  shown 
there  are  150  studies  of  primary  and  secondary  education  that 
show  virtually  no  relationship  between  expenditures  and  perform- 
ance, and  at  the  college  level,  if  you  cut  the  amount  my  university 
gets  by  3  percent,  I  will  probably  get  a  smaller  raise. 

Yes,  it  will  hurt  me  personally,  but  I  will  do  the  same  thing  I 
was  doing  roughly  as  before,  although  there  is  a  labor  supply  effect, 
I  suppose.  It  is  very  small,  and  I  don't  think  you  are  going  to  enor- 
mously hurt  the  youth  of  the  United  States,  and  I  speak  as  an  edu- 
cator who  has  been  teaching  for  30  years. 

Mr.  Inglis.  Dr.  Makin,  do  you  have  any  comments  on  that? 

Mr.  Makin.  Only  a  couple  general  ones. 

One,  I  don't  think  there  is  much  relationship  beyond  a  certain 
bedrock  necessary  amount  of  spending  on  education  between  out- 
lays and  educational — between  outlays  and  performance,  and  two, 
I  think  it  is  very  important  to  look  at  how  spending  on — which 
comes  under  the  heading  "education"  is  allocated. 

A  lot  of  it  doesn't  really  go  for  education.  I  mean,  if  it  goes  to 
a  university  budget,  there  are  lots  of  things  that  universities  can 
do  with  money  that  have  nothing  to  do  with  the  performance  of 
students. 

So  I  mean  like  the  health  care  system,  I  would  be  all  for  a  ration- 
alization of  the  process  with  which  we  deliver  education  and  put 
more  emphasis  at  the  primary  and  secondary  level  on  basic  skills, 
which  are  important,  but  beyond  that,  I  am  not  sure  that  it  is  ap- 
propriate for  the  public  sector  to  be  undertaking  that. 

Mr.  Inglis.  Thank  you,  Mr.  Chairman. 

Mr.  Shays.  Thank  you. 

If  the  gentleman  wants  to  come  back,  there  are  a  few  of  us.  We 
can  go  back  to  it. 

Mr.  Largent,  you  have  the  floor. 

Mr.  Largent.  Dr.  Vedder,  I  was  reading  in  the  appendix  of  your 
book,  this  particular  paragraph  says: 
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Within  the  context  of  the  modified  neoclassical  view  of  the  world,  the  critical  mag- 
nitude in  explaining  variations  in  unemployment  is  the  proportion  of  any  change  in 
the  money  wage  rate  that  may  be  considered  to  be  exogenous  and  not  determined 
by  the  other  variables  that  affect  the  real  wage  rate. 

I  read  that  paragraph  simply  to  say  that  we  are  going  to  have 
a  communication  problem. 

Mr.  Vedder.  That  is  why  it  is  in  the  appendix. 

Mr.  Largent.  I  was  reading  your  testimony  here  and  one  of  the 
things  that  caught  my  attention  was  as  you  were  critiquing  the 
President's  budget,  you  talked  about  the  distortion  of  facts,  particu- 
larly where  the  President  claimed  an  $81  billion  deficit  reduction, 
when,  in  fact,  as  you  looked  at  the  total  deficits  for  years  1995 
through  year  2000,  there  was  an  actual  accumulation  of  $31  billion, 
and  to  be  honest  with  you,  that  has  been  one  of  my  concerns  as 
I  have  gotten  to  know  more  and  more  about  how  the  process  works 
here  in  Washington,  DC,  and — the  budget  process  and  the  budget 
numbers  you  can  never  get  them  all  to  match  up. 

There  are  several  different  budget  proposals  that  are  proposed  by 
this  Chamber  and  the  Senate  Chamber  and  the  President  does  a 
different  one.  The  numbers  never  look  the  same,  even  at  the  bot- 
tom line.  They  never  add  up. 

And  I  am  wondering  from  your  perspective,  if  you  had  the  oppor- 
tunity, how  could  we  build  more  accountability  in  the  budget  proc- 
ess by  making  it  more  streamlined  and  efficient,  and  I  know  this 
is  a  big  question,  but  would  there  be  some  targeted  areas  that  you 
as  an  economist  would  say,  if  there  were  just  three  things  that  I 
could  do  to  make  the  budget  more  explainable,  more  understand- 
able so  more  than  six  people  in  this  country  understand  it,  what 
would  you  do? 

Mr.  Vedder.  That  is  a  big  question,  and  there  is  a  lot  of  things. 

I  think  the  1974  Budget  Act  had  good  intentions,  but  some 
things  have  kind  of  gone  astray.  Actually,  our  budget  deficit  situa- 
tion has  worsened  since  then.  Our  average  unemployment  rate  is 
higher  since  then.  I  wouldn't  blame  it  all  on  the  budget  changes, 
but  I  don't  think  they  have  worked  the  way  that  they  should.  This 
is  not  Clinton-bashing,  or  it  would  be  Bush-bashing  if  I  were  here 
3  years  ago. 

I  do  think  that  the  public  has  heard  for  the  last  15  or  20  years 
Presidents  of  the  United  States  and  Members  of  Congress  say  we 
are  cutting  the  deficit  here  and  we  are  doing  this,  and  it  doesn't 
seem  to  get  any  smaller. 

Now,  it  is  getting  a  little  smaller  as  a  percentage  of  GNP,  but 
it  doesn't  seem  that  much  progress  is  here,  and  I  think  it  is  hurting 
our  credibility.  So  we  ought  to  use  actual  numbers  in  our  budget- 
ing. We  shouldn't  use  some  sort  of  mythical  baseline  calculation 
that  someone  has  done. 

Let's  assume  current  expenditures  continue.  We  should  take  last 
year's  or  this  year's  actual  dollars  spent  and  compare  it  with  next 
year's  actual  dollars  spent  or  2  years  ahead,  3  years  ahead,  what- 
ever, if  you  want  to  do  multiple-year  budgeting,  but  we  should  use 
actual  dollars  rather  than  some  sort  of  hypothetical  dollars,  and  I 
think  that  that  adds  a  little  bit  of  public  credibility  to  the  process 
as  well. 
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I  think  that  sometimes  on  some  issues  that  there  hasn't  been 
enough  dynamic  consideration  of  some  things  that  go  on  in  the 
economy  as  a  whole,  such  as  in  the  capital  gains  area,  but  time 
doesn't  really  permit  a  fuller  answer. 

Mr.  Makin  is — Dr.  Makin  is  the  expert  on  this. 

Mr.  Makin.  Thanks  a  lot. 

You  know,  in  response  to  your  question,  Congressman,  I  don't 
think  the  American — and  you  probably  have  spoken  to  your  con- 
stituents and,  as  I  speak,  I  have  gone  around  the  country  and 
talked  about  the  budget,  I  don't  think  people  are  very  interested, 
and  I  don't  blame  them. 

I  mean,  I  think  they  would  like  to  get  the  budget  approximately 
balanced  and  they  figure  that  is  your  job.  So  I  think  what  we 
should  avoid  is  what  went  on  in  the  late  1980's  to  say,  if  we  don't 
balance  the  budget  in  3  years,  the  world  is  going  to  come  to  an  end, 
because  it  is  not. 

There  will  be  things  that  will  happen  that  probably  aren't  as 
good  as  other  things,  but  I  think  that  to  overdo  the  discussion  of 
the  budget  with  individual  citizens  and  taxpayers  may  be  asking 
too  much  of  them,  but  I  think  that  most  survey  data  suggests  pret- 
ty much  where  they  want  you  to  go,  and  I  think  most  people  would 
say,  you  are  going  to  be  better  at  figuring  out  how  to  do — handle 
the  details  than  the  general  public  is,  but  people  would  like  a  budg- 
et that  is  approximately  balanced  over  time. 

Again,  I  look  at  the  numbers.  People  don't  want  to  pay  much 
more  than  18.5  percent  on  average  of  GDP  in  taxes.  So  if  spending 
is  3  percent  above  that,  then  over  some  reasonable  period  of  time, 
spending  should  probably  come  down. 

Mr.  LARGE>rr.  Thank  you. 

Mr.  Shays.  Mr.  Olver,  you  have  your  own  time  to  use  as  you 
choose,  so  you  can  yield  to  someone  else,  or  you  can  use  it  for  your- 
self. 

Mr.  Olver.  Mr.  Chairman,  I  am  extremely  grateful. 

Mr.  Shays.  Can  you  use  the  mike,  please? 

Mr.  Olver.  I  don't  know  how  I  managed  to  get  this  chair.  It  is 
most  inconvenient. 

Dr.  Makin,  I  would  like  to  explore  very  quickly,  because  I  really 
have  a  number  of  things  I  would  like  to  do  in  5  minutes,  your  de- 
scription of  Japan  and  health  care.  Japan,  aging  more  rapidly,  life 
expectancy  rising  more  rapidly,  7  percent  Gross  Domestic  Product 
spent  on  health  care,  and  yet  they  obviously  provide  good  health. 

Could  you  give  me  a  recipe,  three  or  four  things  that  we  should 
do  to  emulate  Japan,  even  if  we  accept  that  we  might  not  try  to 
get  down  to  7  percent  of  Gross  Domestic  Product,  but  stay  at  14 
percent,  which  is  roughly  where  we  are  right  now.  What  were  the 
three  one  sentence  sort  of  things  we  need  to  do? 

Mr.  Makin.  And  some  of  them  you  may  not  want  to  do,  but  any- 
way  

Mr.  Olver.  Obviously. 

Mr.  Makin.  One  is  to  rationalize  the  system,  that  is  to  say,  you 
know,  are  we  going  to  have  cosmetic  surgery  on  demand  for  any- 
body? Are  we  going  to  take  age  into  consideration  when  we  look  at 
all  procedures?  Are  we  going  to  basically  have  medical  personnel 
whose  job  is  to  try  to  make  some  judgments  about  when  expensive 
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surgery  is  appropriate  and  when  it  isn't,  and  that  would  deal  with 
the  issue  of — a  very  high  portion  of  outlays  in  some  of  the  pro- 
grams for  the  elderly  that  are  spent  on  people  during  the  last  6 
months  of  life.  Those  are  difficult  moral  issues,  but  if  they  are  not 
addressed,  health  care  costs  won't  come  down. 

Second,  some  investment  in  information  about  good  health.  Basic 
information,  especially  important  to  be  provided  to  people  who 
might  not  otherwise  have  access  to  it.  Gk)od  eating  habits.  Very, 
very  basic  things  in  primary  and  secondary  schools,  some  introduc- 
tion of  the  idea  of  exercise. 

Mr.  Olver.  Education  essentially,  and  communication. 

Mr.  Makin.  Yes.  And  finally,  the  delivery  system  in  Japan  has 
in  it  an  implicit  tax.  You  want  to  see  a  doctor  in  Japan,  you  basi- 
cally go  into  a  big  room  and  wait,  and  so  the  doctor  is  not  available 
on  immediate  demand  and  you  may  not  see  a  doctor.  If  you  have 
something  that  is  not  that  serious,  you  may  see  a  nurse. 

Mr.  Olver.  You  could  put  both — one  and  three,  rationalize  the 
system  as  sort  of  a — ^both  of  them  rationing  aspects.  The  other  one 
is  development  of  better  public  health  essentially,  better  education 
and  so  forth? 

Mr.  Makin.  Right. 

Mr.  Olver.  OK,  thank  you.  My  other  question,  I  notice.  Dr. 
Makin  again,  you  have  said  several  times  18.5  percent.  That  should 
be  our  expenditures.  Is  that  it  roughly? 

Mr.  Makin.  I  have  looked  at  revenues  of  the  GDP  over  the  last 
20  years.  That  was  about  the  average. 

Mr.  Olver.  18.5  is  the  average  over  the  last  20  years,  so  I  was 
wondering  if  that  was  where  you  were  getting  at. 

Mr.  Olver.  Let  me  talk  about  a  list  of  Federal  debt  data.  At  the 
end  of  the  Carter  years,  the  Federal  debt  was  $194  billion  and  the 
percentage  of  Gross  Domestic  Product  was  exactly  a  third.  It  had 
been  going  down  throughout  the  years  of  the  1970's,  slightly,  been 
going  down  slightly,  and  I  don't  want  to  get  back  into  what  it  had 
been  doing  earlier  because  it  goes  up  and  goes  down,  goes  down 
dramatically  after  the  Second  World  War. 

Then  from  the  period  from  1982  through  1983,  the  Reagan  and 
Bush  budgets,  back  12  budgets,  it  went  up  every  year,  every  single 
one  of  these  years  from  the  year  before  and  ends  up  at  69  percent 
of  Gross  Domestic  Product. 

The  budgets  that  have  come  through  since  that  time  and  the  pro- 
jections we  have  seen  thus  far  leave  it  at  about  that  69,  70  percent. 
Now,  I  wonder,  I  would  like  each  of  you  to  characterize  what  you 
think  about  that  period  of  time,  that  12  years  when  the  percentage 
debt  of  Gross  Domestic  Product  went  up  every  single  year  and 
more  than  doubled  during  that  time  when  we  had  Presidents 
Reagan  and  Bush  and  the  Members  of  this  Congress  passed  every 
single  one  of  those  budgets  with  almost  unanimous  votes  by  the 
Republican  party  and  to  the  great  embarrassment,  I  think,  of  my 
party,  with  too  many  votes  from  my  party  as  well. 

Mr.  Makin.  Well,  let  me  first  start  by  excusing  the  Congress 
from  a  lot  of  what  happened  in  the  1980's.  It  had  largely  to  do  with 
the  fact  that  entitlements  had  been  indexed  to  inflation  in  1975  in 
the  hope  that  the  rapid  discretionary  increases  in  outlays  on  enti- 
tlements would  cease  because  people  thought,  well,  inflation  is 
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about  3  percent  a  year  and  we  could  bring  these  very  rapid  in- 
creases in  entitlements  down  to  that  level. 

Well,  unfortunately  at  that  time  inflation  began  to  rise,  peaking 
out  at  around  14  percent  a  year,  and  so  you  had,  if  you  break  down 
the  outlay  numbers  in  the  1980's,  you  will  see  that  the  extraor- 
dinary growth  was  in  outlays  on  entitlements,  especially  Social  Se- 
curity, but  not  on  defense.  I  mean,  defense  went  up,  but  it  went 
up  less  than  it  had  historically  and  the  entitlements  which  essen- 
tially were  not  controlled  by  the  Congress,  it  was  legislated. 

It  said  if  inflation  was  14  percent.  Social  Security  benefits  go  up 
by  14  percent.  So  if  you  take  half  of  the  outlays  and  you  index 
them  to  inflation  and  inflation  accelerates,  you  are  going  to  have 
an  explosion  of  outlays,  which,  again,  shows  why  you  shouldn't 
take  Social  Security  off  budget  because  it  shows  up  in  the  national 
debt,  and  it  did. 

In  19 — so  this  process  was  essentially  driven  by  the  legislation, 
by  the  fact  that  you  had  indexed  entitlements,  and  in  1990,  the 
much  maligned  Budget  Act  of  1990  did  impose  some  discipline  on 
the  budget  process  and  has  contributed,  I  think,  to  slowing  down 
the  growth  of  outlays  and  to  stabilizing  the  debt  to  GDP  ratio. 

Mr.  Shays.  Let  me  just  explain  the  intention  of  the  Chair. 

Mr.  Bass  has  not  gone  through  the  first  round.  I  haven't  either. 
I  am  going  to  wait  until  the  end.  It  is  my  intention  to  yield  5  min- 
utes to  any  member  who  wants  to  speak  again.  I  would  love  to 
know,  Mr.  Miller,  would  you  like  to,  and  Mr.  Smith,  you  have  indi- 
cated, Mr.  Sabo  as  well,  Mr.  Inglis,  do  you  have  intention  to  ask 
any  other  questions?  Mr.  Largent?  OK. 

We  are  going  to  get  you  out  by  15  after,  maybe  earlier,  but  we 
will  definitely — we  will  recess,  because  at  2  o'clock  we  will  be  com- 
ing back  for  the  chair  of  economic  advisors. 

So  Mr.  Bass,  you  have  the  floor  for  5  minutes. 

Mr.  Bass.  Thank  you,  Mr.  Chairman.  Thank  you  two  gentlemen 
for  being  here  today. 

I  am  sorry  your  tags  are  so  small.  I  am  nearsighted.  I  am  too 
vain  to  wear  glasses  so  I  can't  read  them,  but  I  was  interested  in 
your  comment  that  deficits  are  implicit  taxes  and  the  budget  as 
proposed  by  the  administration  contains  a  $31  billion  deficit  in- 
crease over  the  period  would  in  essence  be  an  implicit  tax  increase. 

I  am  not  an  economist,  and  I  am  changing  the  subject  here 
slightly,  but  I  am  wondering,  there  was  suggestion  about  Social  Se- 
curity and  the  fact  that  it  was  not  on  the  table  for  this — for  discus- 
sion purposes  in  balancing  the  budget,  and  that  the  bond  pur- 
chasers of  T  bills  can't  tell  the  difference  between  spending  on  So- 
cial Security  and  spending  on  defense. 

Social  Security,  from  what  I  understand,  is  showing  a  significant 
surplus  and  will  the  next  few  years,  over  the  next  few  years. 
What — how  does  that  set  with  the  fact — are  we  really — is  Social 
Security  really  costing  the  system  any  money  at  this  point? 

Mr.  Makin.  Yes,  it  is  costing.  I  aon't  know  the  numbers.  It  is 
costing.  Outlays  are  somewhere  between  $400  and  $500  billion  a 
year.  Of  course  the  Social  Security  system  has  a  current  surplus. 
I  mean,  it  is  driven  entirely  by  demographics.  If  you  anticipate  the 
requirement  of  the  baby  boomers,  you  have  f^ot  to  run  a  surplus 
now  because  if  you — let's  suppose  you  ran  Social  Security  in  bal- 


89 

ance  all  the  time,  and  then  you  got  into  the  baby  boom  generation 
and  you  suddenly  had  a  huge  increase  in  the  number  of  retirees, 
and  you  had  to  fund  it  out  of  current  revenues. 

The  implicit  payroll — the  payroll  tax  would  go  up  to  something 
like  45  or  50  percent  in  a  year.  That  is  tax  on  hiring  labor.  It  would 
be  a  disaster,  so  the  reason  for  the  surplus  is  to  anticipate  that 
problem  and  to  try  to  avoid  it. 

Mr.  Bass.  I  have  no  further  questions,  Mr.  Chairman. 

Mr.  Shays.  Mr.  Miller,  you  have  the  floor,  and  then  I  will  go  to 
Mr.  Sabo,  and  then  I  will  go  to  you,  Mr.  Smith. 

Mr.  Miller.  As  I  stated  earlier,  I  am  disappointed.  I  think  you 
sensed  that  a  lot  of  the  other  members  on  the  other  side  are  dis- 
appointed in  the  fact  that  the  administration's  budget  is  a  political 
document,  unfortunately. 

It  does  not  really  seriously  address  the  deficit  issue  and  is  ac- 
cepting the  deficit  going  off.  As  you  know,  Ms.  Tyson  will  be  with 
us  this  afternoon. 

Two  questions.  I  am  going  to  ask  them  together  and  if  you  would 
respond.  The  first  is,  one  of  the  things  they  are  claiming  is  a  great 
success  is  that  the  deficit  as  a  percent  of  GDP  is  going  down,  and 
that  is  what  they  are  saying.  They  are  stressing  that  fact  rather 
than  the  $200  billion  number  going  off  into  the  future.  Address  the 
significance  of  that. 

The  other  question  I  have  is,  I  want  to  quote  from  her,  I  guess 
it  is  OK  to  quote  from  her,  though  she  hasn't  given  this  testimony. 
She  will  give  it  this  afternoon.  But  in  her  testimony  she  says, 
"Over  the  long  run,  deficit  reduction  makes  room  for  more  private 
investment."  I  think  we  can  assume  we  agree  with  that.  Then  it 
says,  "But  in  the  short  run,  it  depresses  aggregate  demand  and  can 
even  depress  private  investment."  And  that  is  the  argument  I  am 
assuming,  to  continue  having  deficit  spending  is  that  in  the  short 
run  it  depresses  aggregate  demand  ana  it  can  even  depress  private 
investment. 

So  would  you  answer  those  two  questions,  please? 

Mr.  Makin.  ok,  the  second  question  first.  You  know,  sure,  if  you 
try  and  cut  the  budget  deficit  by  $200  billion  in  1  year,  there  would 
be  a  short-run  slowdown  in  activity,  but  I  would  argue  it  would 
probably  be  a  long-run  increase,  but  that  is  a  straight  Keynesian 
argument,  that  if  you  take  $200  billion  of  demand  out  of  the  econ- 
omy in  a  year,  it  will  slow  the  economy.  But  let's  quantify  it.  I 
mean,  $200  billion  is  3  percentage  points  of  GDP.  And  even  if  you 
did  that,  I  would  estimate  that  GDP  growth  might  drop  by  a  per- 
centage point  for  a  single  year,  but  thereafter  would  increase,  so 
I  am  not  sure  I  would  grant  her  that  point. 

The  first  issue  is  arithmetic.  If  deficits  stay  at  $200  billion  a  year 
and  GDP  grows,  then  the  ratio  goes  down.  Yes,  that  is  right.  Would 
it  be  better  that  the  deficit  was  zero?  My  purpose  in  coming  here 
today  is  basically  to  suggest,  yes,  it  would  be,  provided  it  is  coupled 
with  some  rationalization  of  the  tax  system. 

So,  I  mean  I  can't  argue  with  the  arithmetic.  But  that  is  not  the 
issue.  The  issue  is  what  is  the  best  policy  and  the  best  policy  in 
my  view  would  be  to  keep  to  scale  the  Federal  Government  to  a 
level  that  is  about  consistent  with  the  revenues  it  seems  possible 
to  raise  and  then  turn  to  reducing  the  cost  of  raising  the  revenues, 


90 

and  that  is — that  point  again,  I  want  to  reemphasize  it  and  I  put 
in  the  example  of  how  inefficient  a  tax  system  can  be  by  saying, 
suppose  you  try  to  raise  all  taxes  with  toll  booths.  I  mean,  nobody 
would  be  able  to  move.  That  is  the  worst  case.  An  income  tax  is 
relatively  inefficient.  It  imposes  a  lot  of  costs.  Rationalization  of  the 
way  you  collect  the  taxes  is  important. 

Mr.  Vedder.  I  agree,  and  picking  up  on  the  point  about  the  defi- 
cit reduction.  Realistically,  I  don't  think  anyone  would  be  talking 
more  than  say  $40  or  $50  billion  a  year  over  maybe  a  four  or  5- 
year  period. 

You  are  talking  a  fraction  of  1  percent  of  the  GDP.  I  don't  believe 
that  reductions  in  aggregate  demand,  particularly  ones  that  people 
expect  or  anticipate  have  much  impact  at  all,  but  even  if  one  ac- 
cepted the  premise  that  they  do,  we  are  talking  about  small  incre- 
mental changes,  not  major  changes. 

Mr.  Largent.  Will  the  gentleman  yield? 

Mr.  Miller.  Yes. 

Mr.  Largent.  In  terms  of  rationalization  of  our  tax  policy,  and 
maybe  you  addressed  this  earlier  and  I  wasn't  here.  What  is  your 
perspective  on  a  flat  tax? 

Mr.  Makin.  There  are  lots  of  different  flat  taxes.  Let  me  just  say 
you  seem  to  be  an  avid  reader  and  I  would  urge  you  to  get  a  copy 
of  the  Blueprint  for  Tax  Reform  that  was  worked  out  in  1976.  It 
is  a — I  would  say  a  kind  of  a  flat  tax.  Flat  tax  refers  to  a  category 
of  tax  systems  where  you  essentially  keep  marginal  tax  rates  low 
and  constant  in  order  to  avoid  disincentives  to  more  work  and  ef- 
fort. 

In  general,  it  is  one  of  the  ways  to  rationalize  the  tax  system. 
I  mean,  the  most  efficient  tax  is  something  that  is  probably  politi- 
cally very  difficult.  It  is  just  a  poll  tax.  Government  is  too  big  to 
be  funded  by  a  poll  tax,  so  the  kind  of  modified  version  of  a  tax 
that  minimizes  the  effect  on  human  behavior  is  a  flat  tax,  and  then 
the  question  comes  up,  do  you  want  to  levy  it  on  consumption  or 
do  you  want  to  levy  it  on  income,  and  the  idea  is  to  levy  it  on  con- 
sumption so  you  don't  tax  savings  twice,  which  is  what  we  do  now. 

Mr.  Shays.  Mr.  Sabo  is  going  to  have  the  floor,  and  I  am  in- 
trigued that  he  is  here  because  he  never  takes  economists  very  se- 
riously, so  it  has  been 

Mr.  Vedder.  Wise  man. 

Mr.  Shays,  Mr.  Sabo,  you  have  the  floor. 

Mr.  Sabo.  In  your  judgment,  did  Congress  make  a  mistake  when 
it  passed  Social  Security  and  Medicare,  yes  or  no? 

Mr.  Makin.  I  am  sorry.  I  didn't  understand  the  question. 

Mr.  Sabo.  Did  Congress  make  a  mistake  when  it  passed  Social 
Security  and  Medicare? 

Mr.  Makin.  In  my  judgment,  yes. 

Mr.  Vedder.  Yes,  I  agree. 

Mr.  Makin.  You  know 

Mr.  Sabo.  Let  me  go  on. 

Mr.  Makin.  Well,  I  mean- 


Mr.  Sabo.  Did  Congress  make  a  mistake  when  it  passed  the 
interstate  highway  system? 

Mr.  Shays.  Would  the  gentleman  yield  just  1  second  so  we  un- 
derstand what  you  mean  by  mistake? 
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Mistake  in  passing  it  or  mistake  in  how  we  did  Medicare  and 
Medicaid?  I  just  want  to  know  if  you  think  generally  we  shouldn't 
have  passed  the  programs  or  we  just  made  mistakes  in  doing  the 
programs. 

Mr.  Makin.  The  Social  Security  system  is  a  government  retire- 
ment program. 

Mr.  Sabo.  You  prefer  we  not  have  one? 

Mr.  Makin.  I  think  the  private  sector  could  handle  it  much  bet- 
ter. 

Mr.  Vedder.  I  agree. 

Mr.  Sabo.  What  about  the  interstate  highway  system?  Does  that 
contribute  to  the  national  productivity? 

Mr.  Makin.  Roads  I  think  are  a  legitimate  area  for  the  govern- 
ment to  be  in. 

Mr.  Vedder.  I  agree. 

Mr.  Sabo.  Airports? 

Mr.  Makin.  More  questionable,  but,  you  know,  either  the  govern- 
ment or  the  private  sector  can  run  airports  if  you  look  at  experi- 
ence around  the  world. 

Mr.  Sabo.  Progressive  income  tax  is  wrong? 

Mr.  Makin.  I  don't  think  they  achieve  what  they  set  out  to  do, 
so  I  think  it  is  a  waste  of  effort. 

Mr.  Sabo.  No  deductions? 

Mr.  Makin.  Again,  no  deductions  is  a  way  to  minimize. 

Mr.  Sabo.  Charitable  deductions? 

Mr.  Makin.  Right,  no  deductions. 

Mr.  Sabo.  I  just  have  to  say  that  I  listened  to  your  analysis  of 
State  governments  and  what  happened,  and  I  spent  many  years  in 
State  government,  and  I  have  to  tell  you  I  fundamentally  agree 
with  you — disagree  with  you.  I  made  a  big  slip  there. 

You  know,  I  come  from  a  State,  Minnesota,  that  has  relatively 
high  taxes,  we  have  a  progressive  income  tax.  I  think  we  have 
quality  public  services.  We  have  had  growth  over  recent  years  that 
leads  most  of  the  Midwest.  Clearly  the  level  of  public  service  is  a 
reason  we  have  that  growth.  It  is  not  because  of  our  mild  winters. 
While  we  always  have  some  quarrel  over  the  level  of  public  service, 
I  find  that  when  you  visit  with  people  in  the  business  community, 
they  may  have  trouble  at  first  recruiting  because  of  relatively  high 
taxes,  but  once  people  are  there,  they  are  also  very  reluctant  to 
leave.  They  stay  because  of  an  educational  system  that  I  think  is 
one  of  the  best  in  the  country,  a  quality  health  care  system,  and 
a  good,  well-trained  labor  force,  both  at  the  labor  level  and  at  the 
management  level.  We  also  have  recreational  facilities  that  are 
available  to  the  public,  unlike  this  part  of  the  country  where  you 
have  to  belong  to  a  private  club,  we  have  an  ample  supply  of  public 
golf  courses,  lakes  with  public  access,  extensive  park  systems,  all 
of  which  goes  into  building  quality  of  life.  And  frankly,  I  think  we 
run  government  efficiently  and  well. 

The  days  I  was  involved  I  used  to  be  attacked  by  Republicans  be- 
cause we  ran  surpluses.  But  clearly,  there  is  a  relationship,  and  I 
think  understood  by  our  citizens,  that  the  level  and  quality  of  pub- 
lic services  that  they  pay  for  has  had  a  significant  impact  on  our 
State  maintaining  a  strong,  high-tech  economic  base.  I  don't  think 
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many  Minnesotans  would  switch  to  being  one  of  the  low-tax  States 
of  the  country  and  adopting  their  level  of  public  services. 

Mr.  Makin.  Is  that — are  we  able  to  comment  on  that? 

Mr.  Shays.  Yes,  you  are.  You  had  a  long  question. 

Mr.  Makin.  Congressman,  I  also  lived  in  the  Midwest  for  awhile 
in  Wisconsin  and  I  think  there  is  nothing  wrong  with  people  being 
able  to  select  a  State  where  the  level  and  quality  of  public  services 
may  be  higher  or  lower. 

I  think  what  we  are  seeing  at  a  national  level,  which  is  what  we 
are  addressing  here,  is  that  the  quality  of  services  relative  to  the 
cost  is  too  high  in  some  cases.  So  the  fact  that  Minnesota  is  com- 
fortable or  not  comfortable,  you  know  better  than  I,  with  the  given 
level  of  public  services  does  not  suggest  that  the  level  of  public 
services  offered  by  the  Federal  Government  and  the  cost  of  those 
services  is  appropriate. 

Mr.  Sabo.  Just  a  quick  response.  I  was  hearing  assertions  that 
if  you  had  high  level  of  public  services  and  quality  public  services, 
that  automatically  led  to  low  growth. 

Mr.  Makin.  I  did  not  make  that  assertion,  Congressman. 

Mr.  Vedder.  I  did  and  I  was  in  St.  Paul  last  week,  and  we  don't 
have  time  here,  but  I  can  back  that  up  with  respect  to  the  recent 
Minnesota  experience  relative  to  that  of  its  neighbors,  Wisconsin, 
Iowa,  North  Dakota,  and  South  Dakota. 

Mr.  Shays.  Mr.  Smith,  you  have  waited  awhile  for  a  second 
chance. 

Mr.  Smith  of  Michigan.  Just  following  that  up,  Dr.  Vedder, 
your  experience  working  with  State  governments  and  the  effects  of 
high  tax  rates. 

Mr.  Vedder.  Well,  my  experience,  which  started  when  I  was  in 
Washington  working  with  the  Joint  Economic  Committee  of  Con- 
gress, is  looking  at  the  relationship  between  State  and  local  taxes 
and  the  rate  of  economic  change,  and  that  may  be  employment 
change,  it  may  be  income  change.  It  could  be  migration  of  people. 

There  are  various  ways  of  measuring  economic  change,  and  I 
started  out  skeptically  thinking  it  didn't  have  much  impact.  State 
and  local  taxes  are  only,  what,  10  percent  or  so  of  total  income,  but 
at  the  margin  it  seems  that  they  make  quite  a  bit  of  difference. 
States  that  levy  higher  taxes  or  increase  their  taxes  over  time,  gen- 
erally, other  things  equal,  had  somewhat  lower  rates  of  growth  and 
it  does  make  a  difference,  as  Dr.  Makin  indicated,  as  to  the  type 
of  tax  and  the  way  you  deliver  services,  is  going  to  Representative 
Sabo's  point. 

All  these  things  make  a  difference,  but  if  you  were  to  generalize 
what  is  the  relationship  between  taxes  and  economic  growth,  the 
relationship,  the  State  data  show  and  also  the  international  data 
show  of  data,  that  there  is  in  fact  a  negative  relationship  between 
taxes  and  the  rate  of  economic  growth. 

Mr.  Smith  of  Michigan.  I  happen  to  be  from  Michigan.  Of 
course  we  have  got  a  value-added  tax  in  Michigan.  As  chairman  of 
the  Senate  Finance  Committee,  I  started  developing  expenses  as  a 
reasonable  goal  to  go  forward.  It  seems  to  me  it  is  more  reasonable 
actually  at  the  Federal  level  than  it  is  at  the  State. 
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So  it  is  frustrating  not  to  encourage  businesses  to  do  the  kind  of 
things  they  do  if  they  react  to  taxes  and  you  are  saying  yes,  they 
do. 

Dr.  Makin,  any  comments? 

Mr.  Makin.  What? 

Mr.  Smith  of  Michigan.  Well,  my  big  question  is,  what  is  the 
proper — as  economists,  as  citizens,  what  do  you  feel  is  the  proper 
role  of  Federal  Government,  where  would  you  cut  Federal  spend- 
ing? 

Mr.  Makin.  Well,  here  again,  we  are  not  talking  about  cutting 
Federal  spending.  We  are  talking  about  adjusting  the  rate  of 
growth  of  Federal  spending,  and  in  my  testimony,  I  tried  to  suggest 
that  if  you  look  at  the  composition  of  Federal  spending,  you  are 
going  to  have  to  look  at  some  of  the  areas  that  have  so  far  been 
not  available  to  Congress  to  address,  and  that  is  the  so-called  enti- 
tlements. 

I  mean,  those  have  not  been  addressed  by  Congress  in  a  very 
long  time.  You  are  not  allowed  to  address  them.  Yet  you  write  the 
laws  so  you  can  change  the  laws,  and  all  I  am  suggesting  is  that 
there  is  so  much  there  and  that,  especially  in  the  area  of  medical 
care,  there  are  reasons  to  expect  that  costs  can  be  cut,  that  a  mod- 
erate reduction  in  the  rate  of  growth  will  balance  the  budget  and 
if  that  is  what  you  want  to  do,  do  it. 

Mr.  Smith  of  Michigan.  But  still,  and  sometimes  targeting  is 
one  way  to  reduce  the  growth  and  targeting  such  things  as  the 
total  elimination  of  some  of  the  things  that  government  has  found 
itself  getting  into. 

I  mean,  we  are  looking  at  the  possibility  of  closing  the  Depart- 
ment of  Education,  the  Department  of  Commerce,  maybe  tremen- 
dously downsizing  HUD,  the  involvement  of  government  in  the 
banking  business,  et  cetera.  So  that  is  what  I  was  looking  for  to 
reduce — slow  down  the  growth. 

Is  there  any  suggestions  of  an  improper  role  of  government  that 
we  might  especially  look  at? 

Mr.  Vedder.  You  made  a  point  there  that  is  valid.  We  don't  want 
to  just  merely  do  a  1  or  2  percent  cut  in  this  and  that  across  the 
board. 

There  are  whole  areas  of  government  where  the  efficiencies  are 
minimal  and  where  the  costs  are  high.  If  you  did  away  with  the 
Legal  Services  Corporation,  would  the  Nation  be  any  worse  off? 

I  don't  think  it  would  and  you  would  save  hundreds  and  millions 
of  dollars.  But  as  Dr.  Makin  says,  the  big  area,  the  big  enchilada 
in  a  sense  is  entitlements  and  you  do  ultimately  have  to  face  up 
to  that,  and  I  could  give  you,  but  time  doesn't  permit,  50  or  60  pro- 
grams where  I  think  cuts  could  be  made  where  we  wouldn't  lose 
much  as  a  Nation,  but  I  think  entitlements  have  to  be  addressed, 
including  Social  Security. 

Mr.  Smith  of  Michigan.  Mr.  Chairman,  thank  you,  but  I  am 
going  to  take  this  chance  with  a  captive  audience,  two  great  econo- 
mists, to  ask  you  to  sort  of  evaluate  this  idea  of  putting  limits  on 
spending  as  a  way  of  implementing  our  balanced  budget  amend- 
ment assuming  it  gets  ratified  so  if  I  could  give  you  these,  maybe 
in  your  spare  time,  you  could  look  at  them. 

Mr.  Vedder.  Sure. 
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Mr.  Shays.  Mr.  Olver,  you  indicated  you  wanted  the  floor  and 
Mr.  Largent,  you  had  a  follow-up  question. 

Do  you  have  any  other  questions?  Then  you  will  go  and  I  will  fin- 
ish my  questions  or  ask  mine.  You  have  the  floor. 

Mr.  Olver.  Thank  you  very  much  again,  Mr.  Chairman.  I  just 
want  to  go  back  to  where  I  was  a  little  bit  earlier  and  point  out 
that  I  thought  there  was  some  question  about  the  data  we  were 
talking  about  there,  and  I  would  like  to  point  out  to  Dr.  Makin — 
by  the  way,  I  agree  with  surprisingly  a  fair  amount  of  what  has 
been  said  this  morning,  in  particular  with  the  comment  that  I 
think.  Dr.  Makin,  you  made  that  we  are  redistributing  the  burdens 
of  prolificacy  on  to  our  children.  I  think  that  is  something  you  both 
agree  in  several  ways  that  you  made. 

But  I  just  want  to  point  out  that  in  the  last  Carter  year,  the  So- 
cial Security  expenditure  was  4.7  percent  of  Gross  National  Prod- 
uct. The  last  Reagan  year,  it  was  4.5  percent.  It  was,  by  the  last 
Bush  year,  it  was  4.8  percent.  That  is  4.7  to  4.8  on  Social  Security, 
which  was  the  main  thrust  of  your  argument. 

I  would  like  to  point  out  that  defense  on  the  other  hand,  the  last 
Carter  year  was  5.3  percent  Gross  National  Product,  Domestic 
Product,  and  the  maximum  that  it  went  to  in  the  Reagan  years 
was  6.4  and  6.5  percent,  which  is  more  than  1  percent  upward,  and 
is  at  its  maximum  in  those  years  when  the  greatest  deficits  in  the 
Reagan  years  occurred. 

If  you  want  to  look  for  entitlements,  it  is,  in  fact,  Medicaid  and 
Medicare,  which  if  you  look  from  the  last  Carter  year  until  now, 
it  is  up  six-tenths  of  1  percent.  It  has  doubled  in  that  time  from 
.6  to  1.2. 

In  the  case  of  Medicare,  it  is  up  by  1  whole  percent  from  the  last 
Carter  year  until  now.  That  is  where  a  percent  occurs,  but  not  in 
Social  Security.  Interestingly  enough,  I  was  a  little  surprised  to 
find  the  data  a  dramatic  diversion  from  what  you  were  saying  at 
that — in  previous  comments. 

Now,  I  would  like  to  then  go  back  to  my  original  statement  which 
was  that  in  the — I  can  take  the  4  Carter  years,  is — about  34  per- 
cent is  the  average  of  the  total  debt,  the  gross  debt  as  a  percent 
of  Gross  Domestic  Product  over  those  years,  the  last  years,  33.5 
percent. 

Then  for  the  next  12  years,  year  after  year,  it  went  up  from  33.5 
percent  each  year,  not  a  break  anywhere,  until  it  reached  69.1  per- 
cent in  the  last  Bush  year,  and  since  then  it  has  been  with  its  pro- 
jections, the  real  ones  and  the  projections  has  been  70,  70.3,  70.7, 
and  on-out  projections,  by  I  think  all  of  our  agreement,  mean  very 
little. 

But  the  increase  is  extremely  slight,  and  I  would  like  each  of  you 
again  to  characterize  the  years  from  1982  to  1993,  the  Reagan  and 
Bush  budgets  when  we  more  than  doubled  the  gross  debt  as  a  per- 
cent of  Gross  Domestic  Product  where  almost  unanimous  votes 
came  from  the  Republican  side  and  again,  I  would  say  I  am  embar- 
rassed to  admit  that  enough  votes  came  from  my  side  to  have 
passed  those  budgets, 

Mr.  Makin.  Well 

Mr.  Olver.  You  talked  on  that  before.  Give  some  time  for  Dr. 
Vedder. 
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Mr.  Makin.  ok  I  did  want  to  just — I  thought  your  comments 
were  addressed  to  my- 


Mr.  Olver.  Well,  the  data,  but 

Mr.  Shays.  You  can  answer  the  question.  We  will  let  both.  We 
have  a  little  time  here. 

Mr.  Vedder,  do  you  want  to  just — you  wanted  to  answer.  He 
made  some  comments  about  what  you  said.  You  should  be  able  to 
answer. 

Mr.  Makin.  That  is  all  I  tried  to  do.  First  of  all,  let  me  say  that 
I  need  to  just — I  did  a  detailed  analysis  of  this  4  or  5  years  ago, 
and  I  would  like  to  at  least  ask  your  permission  to  send  it  to  you. 

Mr.  Olver.  Please. 

Mr.  Makin.  It  is  arithmetic.  You  are  certainly  correct  that  Medi- 
care and  Medicaid  contributed  heavily  to  the  increase  in  deficits 
that  grew  faster  than  GDP,  and  that  is  what  generates  a  rise  in 
debt. 

You  can't — I  mean,  if  you  look  at  the  numbers,  you  can't  ignore 
Social  Security  for  a  simple  reason.  It  is  such  a  big  item. 

Mr.  Olver.  But  if  the  percentage  of  Gross  Domestic  Product 
doesn't  go  up,  if  it  is  growing  with  the  rate  of  the  economy, 
what 

Mr.  Makin.  I  want  to  have  a  chart  where  I  can  look  at  it  year 
by  year.  The  other  point  I  would  make  about  defense  is  that  the 
defense  buildup  began  in  the  last  Carter  budget,  was  acknowledged 
at  that  time,  and  actually  was  at  its  most  rapid  in  the  early  1980's, 
and  so  what  you  will  find  is  that  there  was  a  general  agreement 
in  Congress  there  was  a  need  for  modernization,  buildup  of  de- 
fense, and  that  was  primarily  accomplished  at  the  end  of  the 
Carter  years  and  in  the  early  Reagan  years. 

But  if  you  look  at  defense  as  a  share — defense  outlays  as  a  share 
of  GDP  based  again  on  past  history,  you  will  find  that  they  went 
down  through  1979.  That  created  a  consensus  that  the  degree  of 
readiness  was  way  too  low,  and  then  they  were  built  up  but  they 
never  reached  the  levels  that  they  reached  on  average  in  the  post- 
war period. 

Mr.  Shays.  Mr.  Vedder,  why  don't  you  respond? 

Mr.  Vedder.  I  will  do  it  real  quick,  and  because  of  the  time  limi- 
tation, I  will  speak  only  to  the  last  point  since  the  defense  was 
mentioned. 

In  the  Kennedy  years,  the  proportion  was  about  9  percent,  if 
memory  serves  me  correct,  of  GDP.  The  Congressman  said  5.3  in 
Carter.  It  went  up  to  about  a  6.5  percent  peak  in  Reagan,  and  it 
is  now  down  to  under  4,  so  I  think  there  has  been  quite  a  change 
in  that  sector. 

I  think  there  is  a  lot  of  blame  to  go  around  to  what  happened 
in  the  1980's  and  early  1990's.  The  problem  is  on  the  spending  side, 
it  is  not  on  the  tax  side,  going  to  Dr.  Makin's  proportion.  That  18, 
19  percent  tax  thing  has  been  relatively  constant.  The  spending 
rose  in  that  period.  There  was  largely  a  Democratic  Congress  and 
a  Republican  executive,  and  you  are  the  experts  on  who  gets  the 
blame.  I  just  look  at  the  numbers. 

Mr.  Shays.  If  I  could,  Mr.  Largent,  you  just  had  one  question. 

Then  I  would  like  to  close  this  just  asking  a  few  questions. 
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Mr.  LARGE>fT.  Just  real  quick,  I  had  a  meeting  with  Dr.  Ture, 
who  you  may  be  familiar  with,  and  we  were  talking  about  some 
guiding  budget  principles  for  the  Federal  Government,  and  I  notice 
that  my  colleague  from  Minnesota,  in  his  speech  over  the  weekend, 
talked  about  that  we  have  to  address  some  fundamental  questions, 
and  maybe  the  most  fundamental  is,  what  is  the  proper  role  of  the 
government  and  what  should  be  some  of  the  guiding  principles  of 
the  budget? 

Here  are  some  of  the  guiding  principles  he  had,  and  my  question 
is,  do  you  have  any  at  the  top  of  your  head  that  you  would  add  to 
this?  Some  of  the  guiding  principles  for  the  Federal  Government, 
the  first  one,  and  one  that  my  grandparents  taught  me,  is  that  if 
you  never  spend  more  than  you  have,  you  will  never  be  in  debt.  No. 
2,  question  any  expense  of  the  Federal  Government  that  does  not 
benefit  the  entire  population. 

No.  3,  is  the  function  performed  in  the  private  sector?  If  so,  why 
do  we  think  the  Federal  Government  can  do  it  better? 

No.  4,  understand  that  Federal  spending  does  not  grow  the  econ- 
omy. All  the  resources  used  by  the  government  are  removed  from 
the  private  sector.  No.  5,  eliminate  any  programs  that  are  dupli- 
cated across  departments,  and  finally  he  said,  if  we  didn't  have  this 
program,  would  we  want  it?  Are  there  any  guiding  principles  that 
you  would  add  to  that  list? 

Mr.  Vedder.  That  is  a  good  list. 

Mr.  Makin.  Sounds  good  to  me. 

Mr.  Shays.  I  almost  am  tempted  to  give  you  the  last  word  here. 
I  am  just  going  to  ask  just  a  few  questions.  My  concern  isn't  the 
percent  to  Gross  Domestic  Product.  I  look  at  numbers,  and  I  see 
that  the  interest  on  the  national  debt  in  1994  was  $203  billion,  es- 
timated by  the  President  in  the  year  2000  to  be  $309.  In  the  fiscal 
year  we  are  at,  it  is  about  $234. 

I  look  at  the  national  debt  and  say  in  1994  it  was  $4.6  trillion, 
estimated  to  go  up  $2  trillion  to  $6.6  trillion,  and  in  terms  of  the 
blame,  I  blame  Republicans  and  Democrats,  White  House  and  Con- 
gress. The  Democrats  didn't  want  to  control  the  growth  of  entitle- 
ments. In  fact,  because  of  Gramm-Rudman,  saw  the  opportunity  to 
spend  in  areas  they  were  interested  in  by  expanding  entitlements, 
and  that  was  why  in  1990  we  wanted  the  pay  as  you  go  for  the 
entitlement  side,  and  Democrats — Republicans  didn't  want  to  cut 
defense. 

I  mean,  I  was  elected  in  1987  and  I  saw  the  absolute  fear  that 
Ronald  Reagan  had  of  conforming  to  Gramm-Rudman  because  he 
would  have  had  to  cut  more  from  defense  than  he  wanted,  so  his 
bargaining  chip  was  kind  of  there — was  not  there.  His  Achilles  heel 
was  he  didn't  want  to  cut  defense  and  feared  Democrats  would. 

I  guess  my  question  would  be,  should  I  be  concerned  about  these 
high  interest  costs  and  shouldn't  I  be  concerned  big  time  that  the 
national  debt  is  going  to  go  up  $2  trillion  in  the  next  5  years? 

Mr.  Makin.  Well,  that  is,  I  think,  the  reason  that  people  talk 
about  debt  to  GDP  is  that  the — ^very  roughly,  the  ability  to  manage 
debt  rises  with  total  income.  However,  we  don't  know  what  the  op- 
timal level  of  debt  to  GDP  is.  It  may  be  where  we  are.  It  may  be 
below  where  we  are.  It  seems  prudent 
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Mr.  Shays.  May  I  just  interrupt  you?  Isn't  it  a  factor  though  that 
the  interest  rate  you  pay  will  vary  tremendously.  People  would  say 
after  World  War  II,  the  debt  was  the  highest  compared  to  GDP,  but 
we  were  pa3dng  a  half-percent  interest.  We  went  up  to  IV4  percent. 

Mr.  Makin.  To  address  that  question,  if  you  look  at  the  figures 
like  on  average  over  5-year  periods,  you  will  find  that  the  ratio  of 
interest  to  GDP  is  approximately  equal  to  debt  to  GDP,  as  interest 
rates  get  smoothed  out  over  a  5-year  period. 

So  what  I  am  saying  is  when  you  look  at  the  interest  burden  and 
the  debt  burden,  they  are  very  similar  and  you  can  get  concerned 
about  either  one. 

I  think  the  issue  of  stabilizing  debt  to  GDP  doesn't  answer  the 
question  of,  well,  if  we  stabilize  it  at  69  percent,  is  that  better  or 
worse  than,  say,  let's  try  to  bring  it  down  to — back  to  levels  that 
are  more  typical  of  industrial  economies. 

Again,  in  Europe,  for  example,  they  thought  about  it  a  lot  and 
they  ended  up  saying,  well,  you  are  not  going  to  be  able  to  join  the 
European  Union  if  debt  to  GDP  is  over  60  percent. 

So  there  is  some  suggestion  that  when  you  look  across  countries, 
that  the  United  States  is  on  the  high  side  with  regard  to  the  debt 
burden  relative  to  GDP  and  although  it  is  difficult  to  be  precise, 
in  fact  impossible  to  be  precise,  it  seems  prudent  to  think  about 
bringing  that  ratio  down  a  little  bit. 

Mr.  Shays.  Mr.  Vedder. 

Mr.  Vedder.  Yes,  I  pretty  much  agree  with  that. 

Mr.  Shays.  Mr.  Vedder  I  just  want  to  ask  you  something.  That 
quote  Mr.  Largent  read,  was  that  done  by  Mr.  Gallaway?  Because 
I  had  no  trouble  understanding  it. 

Mr.  Vedder.  It  was  done  by  my  colleague.  I  would  never  write 
anything  as  arcane  as  that.  I  pretty  much  agree  with  Dr.  Makin. 

I  don't  think  Armageddon  is  about  ready  to  come  because  of  any- 
thing that  is  going  to  happen  in  the  next  5  years  with  the  budget 
deficit,  and  I  don't  know  what  the  optimal  situation  is.  Still  we 
spend  between  3  and  4  percent  of  our  Gross  Domestic  Product  on 
interest  on  the  debt,  and  that  does  involve  some  redistribution  of 
income  from  the  general  taxpaying  public  in  some  sense  to  bond- 
holders, some  of  whom  now  live  outside  of  this  country,  and  that 
does  have  some  potentially  negative  economic  implications  that  I 
think  if  that  were  to  continue  to  grow  would  become  somewhat 
worrisome. 

Mr.  Shays.  I  would  like  to  thank  both  of  you  for  coming  here, 
the  time  you  have  taken  and  your  courtesy  in  honoring  this  com- 
mittee and  hearing  no  one  else  having  questions. 

Mr.  Olver.  Would  you  yield  for  one  comment? 

Mr.  Shays.  You  know,  let  me  ask  you  something.  I  would  yield 
for  a  comment. 

Mr.  Olver.  I  know  how  difTicult  it  is  to  keep  numbers,  and  I 
know  we  try  to  do  that  as  closely  as  we  can  accurate.  I  would  just 
point  out  that  the  chairman  inadvertently  said  that  the  proposed 
debt  increase  would  be  $2  trillion  in  the  next  5  years.  It  would  be 
$1  trillion  in  the  next  5  years. 

Mr.  Shays.  Excuse  me.  Let  me  just  refer  the  gentlemen.  I  should 
have  said  6  years  so  that  part  is  correct. 

Mr.  Olver.  It  would  be  $1.2  trillion. 


98 

Mr.  Shays.  Are  you  using  gross  debt?  Are  you  using  net  debt? 
Let  me  just  refer  the  gentleman  to  the  President's  own  book,  on  23, 
it  is  $4.6  trillion  in  1994  estimated  in  the  year  2000  to  be  $6,675 
trillion.  That  is  where  I  am  getting  my  $2  trillion  increase.  But  you 
are  right. 

Mr.  Olver.  I  was  in  line  from  the  deficit  figures  and  you  were 
using  some  other  figure.  I  am  not — I  have  never  been  quite  sure 
what  the  difference  is. 

Thank  you. 

Mr.  Shays.  I  thank  the  gentlemen  for  coming  and  we  are — this 
hearing  is  recessed,  not  adjourned,  but  recessed.  We  will  reconvene 
at  2  o'clock  to  receive  testimony  from  Laura  Tyson,  Chairman  of 
the  President's  Council  of  Economic  Advisers.  Thank  you  again.  We 
are  recessed. 

[Recess.] 

Chairman  Kasich.  I  want  to  welcome  the  Chairperson  of  the 
President's  Council  on  Economic  Advisers,  and  she  has  been  be- 
fore— ^you  were  before  this  committee  the  last  2  years? 

Ms.  Tyson.  Yes. 

Chairman  Kasich.  We  are  glad  that  you  are  here  today.  I  under- 
stand you  have  been — I  kind  of  wore  myself  out  with  Alice  Rivlin 
2  nights  ago,  so  I  kind  of  got  everything  off  my  chest  that  I  was 
so  frustrated  about,  but  I  think  as  you  know  I  have  got  lots  of  prob- 
lems with  the  budget  and  particularly  what  has  been  done  in  enti- 
tlements, which  I  don't  see  as  much,  but  I  think  what  would  be 
most  helpful  here  today  is  I  have  a  couple  of  questions  for  you. 
Other  members  will  come,  they  will  have  questions. 

Why  don't  we  give  you  a  chance  to  go  ahead  and  make  your  pres- 
entation? My  sense  is  that  we  are  miles  and  miles  apart,  but 
maybe  at  the  end  of  the  day  we  will  figure  out  a  way  not  to  be 
miles  and  miles  apart. 

I  get  the  sense  increasingly  that  the  administration  kind  of  feels 
like  over  the  last  2  years  they  have  put  a  lot  of  stuff  out,  they  took 
a  lot  of  heat,  and  the  sense  this  time  was  why  don't  we  let  you  take 
some  heat.  That  is  not  the  way  I  would  do  it,  but  that  is  the  sense 
I  am  starting  to  get  and  kind  of  a  sense  of  I  guess  we  did  our 
share,  now  we  expect  you  to  catch  some  heat,  and  when  we  did  our 
share  you  blasted  us  anyway,  so  I  can  understand  that,  I  can  un- 
derstand that  concern. 

I  don't  agree  with  it,  but  I  can  understand  it,  and  what  I  think 
we  ought  to  do  is  figure  out,  get  some  questions  on  the  table,  have 
you  kind  of  answer  some  of  these  things  after  you  make  your  pres- 
entation, and  then  we  will  go  down  the  road  and  see  where  we  end 
up  at  the  end  of  the  day. 

Let  me  recognize  Mr.  Sabo. 

Mr.  Sabo.  Thank  you,  Mr.  Chairman,  and  again  welcome.  Dr. 
Tyson,  to  the  committee,  and  we  look  forward  to  hearing  from  you, 
and  we  will  also  have  some  questions  on  some  of  your  recommenda- 
tions after  your  comments. 

Ms.  Tyson.  Shall  I  begin? 

Chairman  Kasich.  Yes. 
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Ms.  Tyson.  Maybe  what  the  most  sensible  thing  for  me  to  do  per- 
haps is  to  talk  a  little  bit  about  the  forecast  and  the  strategy  un- 
derljdng  the  budget,  since  you  have  already  had  an  extensive  dis- 
cussion with  Dr.  Rivlin  about  the  details  of  the  budget. 

I  think  it  is  important  to  recognize,  as  I  am  sure  you  do,  that 
the  budget  itself  depends  upon  an  economic  forecast,  and  also  the 
budget  itself  reflects  an  economic  strategy,  the  strategy  designed  to 
deal  with  the  problems  of  the  economy  as  we  perceive  them,  so  let 
me  begin  with  focusing  on  the  forecast  and  then  talk  a  little  bit 
about  the  overarching  strategy.  To  put  the  forecast  in  context,  I 
think  it  is  important  to  start  with  a  lew  of  the  facts  about  the  eco- 
nomic situation  in  1994. 

Let  me  say,  before  I  get  started,  that  there  is  a  written  state- 
ment which  will  be  longer  than  what  I  am  going  to  give  in  my  oral 
presentation,  and  that  that  should  be  entered  into  the  record. 

In  the  economic  situation  in  1994,  I  think  by  most  standard 
measures  of  evaluating  the  economy's  performance  the  U.S.  econ- 
omy had  a  remarkably  good  year.  It  enjoyed  a  balanced  and  broad- 
based  economic  expansion.  Real  output  grew  by  4  percent,  which 
was  the  highest  annual  growth  rate  since  1987;  pajo-oll  employ- 
ment increased  by  3.5  million,  the  largest  annual  increase  in  em- 
ployment since  1984;  the  unemployment  rate  dropped  by  a  full  per- 
centage point. 

In  the  2  years  since  the  administration  came  to  office,  5.6  million 
jobs  have  been  added  to  the  economy,  93  percent  of  those  in  the 
private  sector.  Another  part  of  the  good  news  of  1994  was  very 
good  news  on  the  inflation  front.  The  Consumer  Price  Index  in- 
creased only  2.7  percent  in  1994.  That  is  a  continuation  now  of  3 
good  years  on  consumer  prices.  If  you  take  out  the  food  and  energy 
component  of  the  CPI,  which  is  more  volatile  than  the  other  compo- 
nents, you  see  that  what  is  called  the  core  Consumer  Price  Index 
actually  enjoyed  its  smallest  increase  in  28  years,  and  so  if  you 
combine  employment  growth,  output  growth,  and  inflation,  you  can 
say  that  the  combination  is  really  one  of  the  best  macroeconomic 
performances  in  a  generation. 

Now  part  of  our  strategy  was  informed  by  the  fact  that  even  in 
a  2-year  period  from,  say,  around  the  middle  of  1993  and  through 
1994,  even  in  that  period  of  a  very  strong  economy,  one  could  see 
some  longer  term  trends  that  were  actually  very  disturbing,  in  par- 
ticular if  you  look  at  the  median  household  in  the  United  States 
or  the  median  family  in  the  United  States,  and  you  look  at  what 
has  happened  to  their  real  income  over  a  20-year  period. 

Essentially,  their  real  income  in  terms  of  purchasing  power  has 
been  stagnant,  and  so  that  is  a  long-term  problem  that  in  our  strat- 
egy, our  budget  strategy  and  our  economic  strategy,  we  are  trying 
to  address.  That  trend  seemed  to  persist  through  1994  because  if 
you  look,  for  example,  at  hourly  compensation  growth,  hourly  com- 
pensation only  barely  outstripped  the  rate  of  consumer  price  infla- 
tion, indicating  that  for  many  Americans  there  was  probably  not 
much  of  a  gain  in  their  real  purchasing  power  income. 

In  addition  to  the  stagnation  in  family  incomes,  there  has  also 
been  a  disturbing  trend  of  increasing  inequality  between  families 
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at  the  bottom  of  the  income  distribution  and  families  at  the  top.  In 
particular,  between  1973  and  1993  there  is  a  chart  in  my  testimony 
which  shows  that  the  share  of  aggregate  income  received  by  the 
bottom  80  percent  of  families  actually  declined.  It  was  only  the  top 
20  percent  of  families  that  actually  saw  an  increase  in  income  in 
that  20-year  period. 

So  those  should  be  kept  in  mind  in  judging  the  economy's  per- 
formance in  1993  and  1994,  and  in  thinking  about  the  long-run 
problems  that  we  face  in  the  economy. 

Now  let  me  turn  to  the  forecast,  the  short-run  medium-term  fore- 
cast which  undergirds  the  budget.  The  administration  prides  itself 
on  making  realistic  forecasts  of  economic  conditions.  We  believe  the 
evidence  of  the  past  2  years  suggests  that  our  forecasts  have  in- 
deed been  conservative. 

Actually,  where  our  errors  have  occurred  they  have  occurred  so 
that  we  have  had  unexpected  good  news  rather  than  unexpected 
bad  news.  When  I  testified  before  this  committee  last  year,  I  said 
the  economy  is  poised  for  a  sustained  expansion.  Now  forecasting 
is  an  inexact,  maybe  not  even  a  science,  maybe  it  is  an  inexact  art, 
but  it  is  satisfying  when  your  forecast  proves  to  be  about  right,  and 
the  major  surprise  in  the  U.S.  economy  in  1994  was  that  real 
growth  exceeded  the  forecast  by  a  significant  amount,  even  though 
interest  rates  were  higher  than  predicted  and  inflation  was  some- 
what lower  than  predicted. 

This  year's  forecast  continues  what  we  believe  to  be  the  conserv- 
ative tradition  of  our  prior  forecasts.  We  are  forecasting  a  modera- 
tion of  growth  in  1995,  as  the  effects  of  increases  in  interest  rates 
spread  more  broadly  through  the  economy.  For  1995  as  a  whole  we 
forecast  real  GDP  growth  at  2.4  percent  relative  to  1994,  then  in 
1996  and  through  2000  we  predict  that  the  economy  will  grow  at 
2.5  percent,  and  that  2.5  percent  comes  from  a  view  that  econo- 
mists have  of  the  world  when  an  economy  is  running  at  relatively 
high  levels  of  resource  utilization,  so  we  have  high  levels  of  capac- 
ity utilization  and  we  have  much  lower  levels  of  unemplo3nTient 
than  we  had  just  18  months  ago,  that  the  growth  rate  of  that  econ- 
omy over  time  depends  upon  how  many  people  enter  the  labor 
force,  how  productive  they  are,  and  what  the  investment  rate  is. 

And  if  you  look  at  those  in  the  U.S.  economy  right  now,  a  reason- 
able forecast  seems  to  be  that  the  economy  can  sustain  over  time 
growth  of  about  2.5  percent,  and  that  is  where  we  get  that  forecast. 
Our  inflation  forecast,  like  our  previous  forecasts,  suggests  that 
there  may  be  a  slight  increase  in  inflation  in  1995.  Consumer 
prices  are  projected  to  increase  by  3.2  percent  in  1995  and  stay  at 
that  level  through  1998,  falling  slightly  to  3.1  percent  in  1999  and 
2000. 

The  other  thing  I  will  say  about  the  forecast  is  I  will  mention  in- 
terest rates.  We  can  talk  about  any  aspect  of  the  forecast,  but  in- 
terest rates  are  always  of  interest  to  people.  They  are  probably  the 
hardest  thing  to  forecast,  I  want  to  indicate  that.  Our  forecast  now 
anticipates  a  50  basis  point  increase  in  short-term  rates  during  the 
first  quarter  of  1995. 

In  fact,  that  has  largely  occurred.  We  then  see  interest  rates  on 
short  term  easing  a  little  bit  through  next  year  and  essentially 
holding  at  around  5.5  percent  from  1996  through  the  year  2000. 
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Our  long-term  interest  rate  forecast,  we  have  a  revision  upward  in 
1995  to  7.9  percent,  then  coming  down  to  7.0  percent  between  1997 
and  2000. 

We  have  a  table  here  in  the  written  forecast  which  compares  our 
forecast  to  the  Congressional  Budget  Office  forecast,  the  Blue  Chip 
forecast.  We  can  talk  about  differences  between  the  forecasts.  I 
would  argue  that  these  differences  are  actually  quite  small,  that 
these  forecasts  all  pretty  much  see  the  same  kind  of  economy,  an 
economy  which  is  going  to  grow  at  around  2.5  percent  for  a  while, 
an  economy  which  may  see  some  increase  in  interest  rates,  but 
then  leveling  off,  an  economy  which  will  not — does  not  seem  to 
confront  any  significant  change  in  its  inflationary  environment,  an 
uptick  perhaps  this  year  but  nothing  more  significant  than  that. 

Of  course,  with  any  forecast  there  are  risks,  both  on  the  upside 
and  on  the  downside,  and  we  can  talk  about  that  in  our  conversa- 
tion. Let  me  just  talk  about  our  strategy  now  because  I  do  want 
to  quickly  give  you  an  overview  of  how  I  think  our  budget  policy 
holds  together  based  on  the  economic  strategy.  Remember,  the 
strategy  has  as  a  basic  goal  raising  the  living  standards  for  all 
Americans,  and  is  very  much  influenced  by  the  income  numbers  I 
gave  you  earlier  in  my  statement. 

The  first  step  we  believe  to  establishing  a  sound  basis  for  raising 
living  standards  in  America  is  a  sound  fiscal  foundation  for  the 
Federal  Government.  Getting  the  Nation's  fiscal  house  in  order  re- 
quires a  deficit  reduction  plan  that  is  balanced  and  gradual,  yet 
large  enough  to  be  credible  and  to  have  a  significant  positive  effect 
over  time.  This  administration's  initial  budget  plan  enacted  as 
OBRA93  met  this  test,  and  this  year's  budget  follows  up  on  the  leg- 
acy of  further  deficit  reduction. 

There  are  several  ways  to  see  the  effects  of  deficit  reduction.  I 
as  an  economist  have  always  argued  that  the  right  way  to  look  at 
the  deficit  is  as  compared  to  the  size  of  the  economy.  In  1992  the 
deficit  reached  4.9  percent  of  GDP.  For  fiscal  year  1996,  the  deficit 
is  projected  to  be  2.7  percent  of  GDP. 

By  1998  it  is  projected  to  fall  to  2.4  percent  of  GDP,  half  of  the 
1992  level,  and  the  lowest  level  since  1979.  By  comparison,  be- 
tween 1982  and  1992  the  deficit  averaged  4.5  percent  of  GDP. 
Under  President  Clinton  for  the  first  time  since  the  1960's,  expend- 
itures on  government  programs  are  less  than  the  taxes  paid  by  the 
American  people. 

In  other  words,  current  deficits  result  from  the  burden  of  paying 
interest  on  previous  accumulated  debt.  This  is  not  because  we  are 
not  paying  for  our  own  programs.  It  is  because  of  a  set  of  policy 
decisions  made  in  the  1980's  which  caused  the  debt  of  the  country 
to  quadruple  in  recordbreaking  time. 

Now,  another  way  to  look  at  the  deficit  and  the  deficit  improve- 
ments is  by  what  economists  call  structural  budget  deficit,  and  I 
want  to  emphasize  that  deficits  do  not  just  depend  upon  economic 
policy,  they  depend  upon  the  state  of  the  economy.  When  the  econ- 
omy goes  into  a  slowdown,  the  deficit  gets  worse.  When  the  econ- 
omy is  doing  well,  the  deficit  gets  better. 

The  notion  of  a  structural  budget  deficit  is  an  attempt  to  meas- 
ure that  part  of  the  deficit  that  is  directly  under  policy  control.  We 
have  in  the  written  testimony  a  chart  showing  the  structural  budg- 
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et  deficit  as  a  share  of  GDP  and  shows  the  substantial  effect  which 
the  policy  of  OBRA  1993  along  with  the  additional  deficit  reduction 
in  this  year's  package  has  had  on  that  structural  deficit  perform- 
ance. 

From  1992  to  1993,  the  structural  deficit  as  a  percentage  of  GDP 
was  nearly  4  percent.  It  is  now  going  to  fall  to  about  2.5  percent 
of  GDP.  Now  we  also  want  to  emphasize  here  that  deficit  reduction 
is  a  means  to  an  end.  It  is  not  the  only  part  of  our  strategy.  It  is 
the  linchpin  of  our  strategy.  It  is  the  first  step  in  our  strategy,  but 
it  is  not  the  only  part  of  our  strategy. 

We  have  always  argued  that  deficit  reduction  needs  to  be  accom- 
panied by  other  things.  The  other  things  include  a  change  in  the 
composition  of  government  spending.  In  particular,  using  some  of 
the  declining  government  spending  dollars  to  spend  more  on  our 
children,  more  on  education  and  training,  more  on  science  and 
technology,  and  those  kinds  of  public  sector  investments  have  been 
shown  both  here  and  around  the  world  to  be  an  important  part  of 
contribution  to  living  standards,  so  we,  in  our  budget,  ask  for  more 
spending  on  certain  programs,  even  as  overall  spending  is  declin- 
ing. 

Finally,  a  third  component  of  our  strategy,  of  course,  has  been 
tax  relief  for  working  families.  We  started  that  in  our  OBRA  1993 
proposal,  with  a  substantial  expansion  of  the  earned  income  tax 
credit.  That  has  reached  15  million  American  families.  This  year 
we  have  a  second  round  of  tax  cut  proposals  aimed  at  middle  class 
families,  and  we  can  talk  about  those  in  the  detail  that  you  would 
like. 

Let  me  also  emphasize,  by  way  of  concluding,  that  if  I  thought 
about  our  unfinished  agenda,  besides  the  middle  class  tax  relief 
proposal  that  we  have  on  the  table,  our  other  aspects  of  our  unfin- 
ished agenda  include  an  increase  in  the  minimum  wage.  We  have 
looked  at  that  situation,  recognized  that  the  minimum  wage  has 
declined  in  real  terms  significantly.  It  is  headed  to  a  40-year  low 
in  terms  of  its  real  purchasing  power,  and  we  believe  it  can  make 
an  important  contribution  to  rewarding  work  and  encouraging  peo- 
ple to  go  to  work  and  stay  at  work  and  can  make  a  significant  con- 
tribution to  the  problem  of  earnings  at  the  bottom  of  the  income 
distribution. 

Other  administrative  initiatives  that  we  would  like  to  work  with 
the  Congress  on,  obviously,  include  welfare  reform  and  health  care 
reform,  where  the  President  has  been  a  leader  in  offering  proposals 
to  the  Congress  last  year,  and  then  of  course  we  continue  to  work 
on  the  National  Performance  Review  because  we  are  committed  to 
scaling  back  programs  that  are  no  longer  needed  to  move  dollars 
into  tax  relief,  into  deficit  reduction,  and  into  spending  on  things 
like  education  and  training  which  we  do  need. 

Let  me  just  conclude  by  saying  1994  was  a  very  good  year  for  the 
American  economy.  We  had  solid  economic  growth,  low  inflation, 
declining  unemployment.  It  is  the  best  overall  economic  perform- 
ance in  a  generation.  There  are  many  challenges  before  us,  the 
most  fundamental  of  which  is  to  restore  the  American  dream  to  all 
American  families. 

We  believe  we  put  some  important  foundations  in  place.  We  be- 
lieve our  fiscal  1996  budget  is  another  step,  but  we  certainly  look 
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forward  to  working  with  you  and  the  American  people  to  achieve 
this  common  objective. 

Thank  you. 

[The  prepared  statement  of  Ms.  Tyson  follows:] 

Prepared  Statement  of  Dr.  Laura  D'Andrea  Tyson,  Chair,  Council  of 
Economic  Advisors 

Mr.  Chairman,  before  I  get  started,  I  want  to  thank  you  and  the  committee  for 
the  opportunity  to  testify  today.  It  is  indeed  a  pleasure  to  be  here  as  a  member  of 
this  Administration  to  mscuss  both  the  economic  success  story  of  the  past  2  years 
and  the  encouraging  prospects  for  the  future. 

Last  year  we  witnessed  an  economic  payoff  to  the  tough  fiscal  decisions  embodied 
in  the  Omnibus  Budget  Reconciliation  Act  of  1993  [OBRA93].  The  deficit  shrunk  by 
$52  billion  in  fiscal  year  1994  due  to  the  initiatives  set  forth  in  OBRA93  ($72  billion 
if  special  factors  such  as  receipts  from  the  sale  of  assets  acquired  from  failed  thrifts 
are  excluded).  And  we  anticipate  a  cumulative  total  of  more  than  $600  billion  in  def- 
icit reduction  from  the  pre-OBRA93  baseline  through  1998.  Of  this  amount,  $505 
billion  comes  from  spending  cuts  and  revenue  increases  contained  in  OBRA93'  the 
remainder  is  due  to  technical  revisions  and  the  improved  economic  climate  which, 
in  pfiul,  resulted  from  OBRA93.  The  Administration  s  1996  budget  package  adds  an- 
other $81  billion  in  budgetary  savings  through  2000.  This  Administration  has  clear- 
ly demonstrated  to  the  American  people  that  fiscal  responsibility  is  not  just  political 
rhetoric  but  a  linchpin  of  our  entire  economic  agenda. 

My  testimony  today  consists  of  three  parts:  a  review  of  the  econom^s  performance 
in  1994;  a  presentation  of  the  Administration's  economic  forecast  for  1995;  and  an 
overview  oi  the  Administration's  economic  strategy — embodied  in  its  1996  Budget — 
for  improving  the  living  standards  of  all  Americans. 

THE  economic  SITUATION  IN  1994 

The  U.S.  economy  in  1994  enjoyed  a  balanced  and  broad-based  expansion.  Real 
gross  domestic  product  [GDP]  grew  4  percent,  the  highest  annual  growth  rate  since 
1987.  Payrolls  increased  by  3.5  million,  the  largest  annual  increase  in  employment 
since  1984.  Consequently,  the  unemployment  rate  dropped  over  a  full  percentage 
point  during  1994.  Since  the  Administration  took  office  in  January  1993,  about  5.6 
million  jobs  have  been  created;  of  these  93  percent  are  in  the  private  sector.  The 
consumer  price  index  [CPI]  increased  by  only  2.7  percent  in  1994,  about  the  same 
rate  of  increase  as  for  the  past  3  years.  When  the  volatile  food  and  energy  compo- 
nents are  removed,  the  core  rate  of  consumer  inflation  registered  its  smallest  in- 
crease in  28  years.  The  combination  of  strong  economic  gi-owth  and  low  inflation 
makes  1994  one  of  the  best  macroeconomic  performances  on  record. 

This  strong  performance  took  place  in  an  environment  in  which  the  Federal  Re- 
serve increased  short-term  interest  rates  several  times  in  an  effort  to  moderate  the 
economy's  growth  to  prevent  future  inflation.  While  these  rate  increases  should  put 
a  brake  on  economic  growth,  we  are  optimistic  about  the  future  prospects  for  the 
economy.  Business  confidence  appears  strong,  as  evidenced  by  high  levels  of  busi- 
ness investment  in  1994.  Similarly,  consumer  confidence  remains  strong,  as  pur- 
chases of  durable  goods  grew  rapidly  over  the  year. 

While  the  overall  economy  appears  to  be  performing  well,  we  are  concerned  that 
many  Americans  are  not  fiill  participants  in  the  growing  prosperity.  For  instance, 
real  median  family  income  in  1993  is  about  the  same  level  it  was  in  1973,  despite 
an  increase  in  real  aggregate  income  of  57  percent  during  the  same  time  period.  Ad- 
ditional evidence  of  the  trend  of  stagnant  incomes  for  many  Americans  is  the  fact 
that  hourly  compensation  in  1994  (as  measured  by  the  employment  cost  index)  in- 
creased only  3  percent  over  the  year,  barely  outpacing  the  2.7  percent  increase  in 
the  CPL  The  actual  increase  in  hourly  compensation  was  lower  than  expected,  based 
on  a  statistical  relationship  between  the  unemplo5Tnent  rate  and  the  growth  rate 
in  hourly  compensation.  This  is  statistical  confirmation  of  the  feeling  of  many  Amer- 
icans that  they  are  working  harder  for  less. 

The  stagnation  of  family  incomes  has  been  accompanied  by  an  equally  disturbing 
trend  of  increasing  income  inequality.  In  contrast  to  the  years  1950-1973,  when  av- 
erage real  family  incomes  increased  throughout  the  income  distribution,  between 
1973  and  1993,  the  spread  in  income  inequality  became  larger.  As  an  example  of 
this  fact.  Chart  1  shows  the  share  of  aggregate  income  received  by  families  in  dif- 
ferent parts  of  the  income  distribution  in  1973  and  in  1993  (the  most  recent  year 
for  which  these  data  are  available).  This  Chart  indicates  that  each  of  the  four  lowest 
quintiles  of  the  income  distribution  saw  their  share  of  aggregate  income  decrease, 
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while  the  share  for  the  20  percent  of  the  population  with  the  highest  incomes  in- 
creased substantially  (and  much  of  this  increase  was  concentrated  in  the  top  5  per- 
cent). 

Over  the  past  2  years,  the  economy  has  grown  at  an  average  annual  rate  of  3.6 
percent,  as  aggregate  demand  rebounded  from  the  1990-91  recession  and  the  lack- 
luster growth  that  initially  followed  it.  In  part,  the  current  expansion  was  accom- 
pUshed  through  an  increase  in  the  quantity  and  quality  of  the  labor  force  and 
through  net  additions  to  the  capital  stock.  To  a  significant  extent,  output  was  able 
to  meet  strong  increases  in  demand  through  re-employment  of  workers  who  had 
been  unemployed  or  underemployed  and  through  the  utilization  of  capital  that  had 
been  idle  or  underutilized.  By  the  end  of  1994,  however,  both  labor  and  capital  utili- 
zation rates  were  in  ranges  that  suggested  little  remaining  slack.  When  this  hap- 
pens, the  economy's  growth  rate  becomes  increasingly  constrained  by  the  growth 
rate  of  the  labor  force,  net  additions  to  the  capital  stock,  and  the  productivity  of 
labor  and  capital.  Over  the  long  run,  these  factors  determine  the  economy's  poten- 
tial for  growth  or  what  economists  refer  to  as  the  growth  rate  of  potential  GDP. 
Based  on  current  information  and  the  economy's  most  recent  historical  performance, 
most  mainstream  economists  believe  that  the  economy's  growth  potential  is  around 
2.5  percent  per  year.  This  estimate  of  long-run  real  growth  potential  is  shown  by 
most  major  economic  forecasts  and  the  Administration  forecast  reflects  this  view. 

THE  ADMINISTRATION'S  ECONOMIC  FORECAST 

This  Administration  prides  itself  on  making  realistic  forecasts  of  economic  condi- 
tions and  we  believe  the  evidence  of  the  past  2  years  suggests  that  our  forecasts 
have  been  conservative  as  well  as  credible.  In  fact,  when  I  testified  before  this  com- 
mittee last  year,  I  said  that  "the  economy  is  poised  for  a  sustained  expansion."  Fore- 
casting may  be  an  inexact  science,  but  it  is  definitely  satisfying  when  your  forecasts 
prove  correct.  Indeed,  the  major  surprise  in  the  performance  of  the  U.S.  economy 
in  1994  was  that  real  growth  exceeded  the  forecast  by  a  significant  amount,  even 
though  interest  rates  were  much  higher  than  predicted  and  inflation  slightly  lower 
than  predicted. 

This  year's  economic  forecast  continues  the  conservative  tradition  of  our  prior 
forecasts.  We  are  forecasting  a  moderation  of  growth  in  1995  as  the  effects  of  in- 
creases in  interest  rates  spread  more  broadlv  Uirough  the  economy.  For  1995  as  a 
whole,  we  are  forecasting  that  real  GDP  will  grow  by  2.4  percent  relative  to  1994. 
Then  in  1996,  the  economy  is  expected  to  settle  onto  a  path  consistent  with  its  long- 
run  growth  potential  of  2.5  percent,  a  so-called  "soft:  landing".  We  forecast  the  econ- 
omy to  maintain  real  output  growth  in  line  with  the  growth  of  potential  output 
through  the  year  2000. 

Inflation  is  forecast  to  rise  slightly  during  1995.  Consumer  prices  are  projected 
to  increase  by  3.2  percent  in  1995.  Thereafter,  consumer  price  inflation  is  forecast 
to  remain  at  3.2  percent  through  1998,  before  falling  to  3.1  percent  in  1999  and 
2000.  More  broadly,  inflation  as  measured  by  the  GDP  price  deflator  is  forecast  at 
2.9  percent  this  year  and  next.  Then  we  expect  inflation  to  settle  at  about  3.0  per- 
cent over  the  remainder  of  the  forecast  horizon. 

The  Administration  forecast  used  in  preparation  of  the  budget  predicts  that  the 
unemployment  rate  will  average  around  5.8  percent  in  each  vear  between  1995  and 
2000.  Since  that  forecast  was  made  in  November,  more  has  been  learned  about  the 
behavior  of  the  actual  unemployment  rate.  In  the  upcoming  "Economic  Report  of  the 
President,"  the  Administration  presents  a  forecast  range  for  the  unemployment  rate 
of  5.5  percent  to  5.8  percent  for  each  year  from  1995-2000.  We  forecast  a  range  both 
because  we  are  unsure  about  the  impact  of  the  1994  improvements  to  the  Current 
Population  Survey  used  to  compute  the  unemplojnnent  rate  and  because  some  struc- 
tural change  may  be  underway  in  the  labor  market.  An  important  characteristic  of 
our  employment  forecast  is  that  it  incorporates  a  belief  that  economic  growth  over 
the  nesrt  several  years  will  be  sufficient  to  absorb  all  new  entrants  to  the  labor  force. 
Therefore,  we  anticipate  little  upward  pressure  on  the  unemployment  rate  during 
this  period. 

Our  forecast  anticipated  a  50  basis  point  increase  in  short-term  interest  rates 
(three-month  Treasury  bill  rates)  during  the  first  quarter  of  1995.  As  growth  mod- 
erates during  the  year,  we  expect  short-term  interest  rates  to  fall  about  50  basis 
points  bv  early  1996  and  remain  there  throughout  the  remainder  of  the  forecast  ho- 
rizon. Tne  forecast  for  interest  rates  on  10-year  Treasury  notes  was  revised  upward 
for  1995  to  7.9  percent  from  last  year's  lower  level.  Our  forecast  predicts  a  decline 
in  these  interest  rates  to  an  average  of  7.0  percent  between  1997  and  2000.  This 
forecast  reflects  the  belief  that  the  spread  between  short  and  long-term  interest 
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rates  will  return  to  a  more  traditional  range  than  the  one  experienced  in  1994,  as 
the  inflation  and  risk  premiums  built  into  long-term  rate  gradually  shrink. 

Table  1  compares  the  Administration's  economic  forecast  to  the  Congressional 
Budget  Office  and  Blue  Chip  forecasts.  While  there  are  some  differences  between 
these  forecasts,  the  differences  tend  to  be  small,  and  Table  1  indicates  a  high  degree 
of  consistency  in  these  different  forecasts. 

There  are  always  some  risks  to  any  economic  forecast.  The  possibility  exists  that 
the  interest  rate  increases  engineered  by  the  Federal  Reserve  will  not  dampen 
growth  as  quickly  as  anticipated.  If  this  occurs,  real  economic  growth  in  1995  could 
exceed  the  predicted  2.4  percent  rate.  A  higher  than  predicted  growth  rate  in  turn 
could  result  in  higher  than  anticipated  interest  rates,  which  could  slow  future  eco- 
nomic growth  more  than  expected. 

Similarly,  there  are  risks  that  the  economy  may  grow  more  slowly  than  forecast. 
For  instance,  the  interest  rate  increases  already  in  the  pipeline  may  slow  economic 
growth  sooner  than  anticipated  or  by  more  than  anticipated.  Compounding  this  risk 
is  the  possibility  that  foreign  economic  ^owth  may  stall,  reducing  foreign  demand 
for  U.S.  exports.  In  addition,  the  large  inventory  accumulation  by  businesses  over 
the  past  year  may  not  have  been  entirely  intentional.  If  this  proves  to  be  the  case, 
then  production  could  be  scaled  back  to  reduce  an  inventory  overhang,  lowering 
growtn.  Finally,  the  course  of  the  economy  depends  on  budgetary  and  other  policy 
decisions  made  by  Congress.  This  year  there  is  an  especially  high  degree  of  uncer- 
tainty about  future  Congressional  actions  in  matters  that  can  anect  output,  growth, 
deficits,  and  interest  rates  over  the  short,  medium,  and  long  term. 

A  STRATEGY  FOR  IMPROVING  LIVING  STANDARDS  FOR  ALL  AMERICANS 

The  Administration's  economic  strategy  for  raising  the  living  standards  for  all 
Americans  has  three  components.  The  first  is  to  establish  a  sound  fiscal  foundation 
for  the  Federal  Government.  Getting  the  Nation's  fiscal  house  in  order  required  a 
deficit  reduction  plan  that  is  balanced  and  gradual,  yet  large  enough  to  be  credible 
and  to  have  a  significant  positive  effect  over  time.  The  Administration's  initial  budg- 
et plan  enacted  as  OBRA93  met  this  test,  and  this  year's  budget  follows  up  on  that 
legacy  by  providing  further  deficit  reduction.  To  see  the  effects  of  these  deficit  reduc- 
tion initiatives,  consider  that  in  1992,  the  Federal  deficit  had  reached  4.9  percent 
of  GDP.  For  fiscal  year  1996,  the  deficit  is  expected  to  be  about  2.7  percent  of  GDP. 
And,  by  1998,  we  project  it  to  fall  to  2.4  percent  of  GDP,  less  than  half  its  1992 
level,  and  the  lowest  since  1979.  By  comparison,  between  1982  and  1992,  the  deficit 
averaged  4.5  percent  of  GOP. 

Under  President  Clinton — for  the  first  time  since  the  1960s — expenditures  on  gov- 
ernment programs  are  less  than  the  taxes  paid  by  the  American  people  (see  Chart 
2).  In  other  words,  our  current  deficit  results  from  the  burden  of  paying  interest  on 
the  accumulated  debt. 

Economists  often  prefer  to  focus  on  the  structural  budget  deficit,  which  adjusts 
the  deficit  computations  by  eliminating  the  effects  of  the  business  cycle.  By  this 
measure,  the  burden  of  the  Federal  budget  deficit  has  declined  steadily  since  1993, 
with  much  of  the  credit  for  this  improved  fiscal  picture  attributed  to  OBRA93.  Chart 
3  shows  the  structural  budget  deficit  as  a  share  of  GDP  and  indicates  the  substan- 
tial effect  that  OBRA93,  along  with  the  additional  deficit  reduction  in  this  year's 
Budget,  has  had  on  it. 

While  the  deficit  is  projected  to  continue  to  fall  relative  to  the  size  of  the  economy 
for  the  next  several  years,  in  the  first  decades  of  the  next  century,  it  will  turn  up. 
The  problems  are  an  increasingly  aging  population  and  rapidly  rising  health  care 
costs.  If  we  want  to  maintain  fiscal  discipline  over  the  long  run,  we  must  address 
the  issue  of  health  care  reform  as  soon  as  possible. 

The  second  component  of  the  economic  strategy  is  a  set  of  policies  to  help  Amer- 
ican workers  and  businesses  realize  the  opportunities  that  flow  ftx)m  changes  in 
technology  and  the  global  economy.  The  common  theme  of  these  policies  is  invest- 
ment: both  public  and  private.  On  the  public  side,  the  Federal  Government  is  shift- 
ing spending  away  from  current  consumption  and  toward  investment  in  children, 
education  and  training,  and  science  and  technology.  On  the  private  side,  the  Admin- 
istration supports  targeted  subsidies  to  complement  market  incentives  and  encour- 
age investment  by  individuals  and  businesses  in  physical,  scientific,  and  human  cap- 
ital. Throughout,  the  Administration  recognizes  that  government  must  not  only 
spend  less,  it  must  also  spend  better,  by  focusing  more  of  its  resources  on  the  Na- 
tion's future. 

A  third  component  of  the  Administration's  economic  strategy  is  tax  relief  for  work- 
ing families.  The  Administration  first  focused  tax  relief  initiatives  on  those  working 
Americans  with  the  lowest  incomes.  The  result  was  the  substantial  expansion  of  the 
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earned  income  tax  credit  in  OBRA93.  This  refundable  tax  credit  increases  the  after- 
tax income  for  many  lower-paid  workers  and  is  an  important  step  toward  ensuring 
that  families  with  ftill-time  workers  will  not  live  in  poverty.  This  year's  budget  in- 
cludes a  second  round  of  tax  relief,  this  one  aimed  at  middle  class  families.  The 
package  of  tax  cuts  introduced  by  the  President  in  December  will  help  Americans 
meet  the  costs  of  raising  their  families,  acquire  more  education  and  training,  and 
save  for  a  variety  of  purposes. 

THE  ROLE  OF  DEFICIT  REDUCTION 

When  viewed  in  the  context  of  the  three  components  of  the  Administration's  eco- 
nomic strategy,  it  is  clear  that  deficit  reduction  is  not  an  end  in  itself,  but  rather 
a  means  to  the  end  of  greater  national  investment  and  higher  living  standards.  Defi- 
cit reduction  has  the  beneficial  effect  of  increasing  national  saving  (by  reducing  the 
negative  saving  of  the  Federal  Government).  This  increased  national  saving  is  avail- 
able to  private  entities  for  investment  in  physical  capital  like  machinery  and  equip- 
ment, which  in  turn  can  increase  labor  productivity.  But  squeezing  worthwhile  pub- 
lic investments  out  of  the  budget  to  make  room  for  private  investment  is  the  wrong 
way  to  reduce  the  deficit.  Moreover,  one  should  recognize  that  deficit  reduction  by 
itself  is  contractionary  fiscal  policy  and  constrains  aggregate  demand.  Therefore, 
there  are  limits  to  the  amount  of  deficit  reduction  that  the  economy  can  be  expected 
to  withstand  in  a  short  period  without  endangering  economic  growth.  Over  the  long 
run,  deficit  reduction  makes  room  for  more  private  investment,  but  in  the  short  run 
it  depresses  aggregate  demand  and  can  even  depress  private  investment.  For  all 
these  reasons,  the  Administration  prefers  to  engage  in  gradual  and  measured  deficit 
reduction.  Our  success  to  date  in  reducing  the  deficit  is  one  reason  why  the  Admin- 
istration opposes  a  balanced  budget  amendment  to  the  Constitution. 

SHORTCOMINGS  OF  A  BALANCED  BUDGET  AMENDMENT 

First,  everyone  should  be  aware  that  the  proposed  amendment  by  itself  would  not 
reduce  the  Federal  deficit  by  even  one  dollar.  All  the  hard  choices  about  cutting  ex- 
penditures or  raising  revenues  (through  either  taxes  or  fees)  would  still  remain. 
Congressional  consideration  of  a  balanced  budget  amendment  without  first  specify- 
ing 5ie  changes  to  expenditures  and  taxes  required  to  bring  the  budget  into  balance 
provides  no  evidence  of  ^e  fiscal  discipline  necessary  to  achieve  real  deficit  reduc- 
tion. 

One  of  the  great  fallacies  behind  the  logic  for  a  balanced  budget  is  the  premise 
that  the  size  of  the  Federal  budget  deficit  is  purely  the  result  of  deliberate  policy 
decisions.  This  is  not  the  case:  the  pace  of  economic  activity  has  a  major  role.  An 
economic  slowdown  automatically  depresses  tax  revenues  and  increases  spending  on 
programs  such  as  unemployment  and  Food  Stamps.  Consequently,  the  deficit  auto- 
matically widens  and  the  additional  disposable  income  made  available  to  consumers 
cushions  the  effects  of  the  recession.  During  economic  expansions,  the  process  works 
in  reverse,  and  the  deficit  automatically  narrows.  These  effects  are  termed  "auto- 
matic stabilizers"  because  they  act  by  themselves  to  moderate  the  effect  of  business 
cycles. 

But  a  balanced  budget  amendment  would  throw  these  automatic  stabilizers  into 
reverse.  Congress  would  be  required  to  rsiise  taxes  or  cut  spending  in  the  face  of 
a  recession,  to  counteract  temporary  increases  in  the  budget  deficit.  Rather  than 
moderate  the  ups  and  downs  of  the  business  cycle,  fiscal  policy  wovild  be  forced  to 
aggravate  them. 

With  fiscal  policy  deprived  of  its  counter-cyclical  role,  monetary  policy,  conducted 
by  the  Feder^  Reserve,  would  be  the  only  tool  available  to  stabilize  the  economy. 
But  even  well-executed  monetary  policy  (which  assumes  the  Federal  Reserve 
promptly  recognizes  changes  in  the  business  cycle  ad  aggressively  acts  to  offset  the 
effects)  cannot  completely  compensate  for  the  lack  of  fiscal  policy  flexibility.  In  part, 
the  inability  of  monetary  policy  to  fill  the  void  reflects  the  fact  that  monetary  policy 
acts  with  a  long,  and  uncertain,  lag.  Moreover,  the  Federal  Reserve  could  become 
handcuffed  in  the  case  of  a  severe  recession,  its  scope  for  action  limited  by  the  fact 
that  it  can  reduce  interest  rates  no  lower  than  zero,  and  probably  not  even  that  low 
in  practice.  Finally,  the  more  aggressive  interest  rate  movements  necessary  to  offset 
macroeconomic  fluctuations  could  actually  increase  the  volatility  of  financial  mar- 
kets— something  the  Federal  Reserve  would  probably  try  to  avoid. 

The  role  that  fiscal  policy  can  play  in  smoothing  economic  fluctuations  is  one  of 
the  great  discoveries  of  modem  economics.  A  balanced  budget  amendment  to  the 
Constitution  would  eliminate  the  automatic  stabilizers  from  fiscal  policy,  and  would 
essentially  remove  an  important  element  from  the  economic  policy  toolbox. 
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THE  ROLE  OF  INVESTMENT 

The  Administration  is  embarked  on  an  ambitious  agenda  to  increase  investment 
in  many  types  of  capital.  One  aspect  is  to  increase  the  stock  of  human  capital,  by 
improving  the  education  and  training  prospects  for  all  Americans.  Examples  of  Ad- 
ministration initiatives  in  this  area  are:  increased  funding  for  Head  Start,  Goals 
2000,  the  School-to-Work  transition  program,  AmeriCorps  (the  National  Service  Pro- 
gram), and  the  income  contingent  student  loan  program.  All  these  programs  support 
human  capital  development  throughout  a  person's  lifetime. 

In  the  area  of  science  and  technology,  the  market  itself  may  not  provide  sufficient 
incentives  for  development  of  all  socially  desirable  investments.  This  is  because  the 
benefits  of  research  do  not  always  accrue  to  the  inventor,  but  rather  to  society  as 
a  whole  through  the  dissemination  of  scientific  and  technological  advances.  The  Ad- 
ministration recognizes  the  importance  of  scientific  research,  an  area  that  has  long 
received  bipartisan  support  in  budget  decisions.  While  total  discretionary  spending 
remains  approximately  fixed  in  nominal  terms.  Federal  spending  on  science  and 
technology  has  edged  upward  during  this  Administration. 

The  A(ininistration  policy  toward  opening  foreign  markets  complements  its  em- 
phasis on  investment.  Exports  play  an  increasingly  important  role  in  the  livelihood 
of  American  workers  since  over  10  million  American  jobs  now  depend  on  exports 
and  export-related  jobs  pay  substantially  higher  than  average  wages.  In  addition, 
the  reduction  of  barriers  to  trade  raises  the  standard  of  living  by  providing  a  wider 
variety  of  goods  to  American  consumers  at  lower  prices.  And  loreign  competition  can 
lead  to  greater  efficiency  and  productivity  in  U.S.  businesses.  Four  examples  of  the 
Administration's  commitment  toward  opening  foreign  markets  to  U.S.  goods  and 
services  are:  NAFTA,  the  Uruguay  Round  of  the  GATT,  and  the  trade  discussions 
that  took  place  at  the  Summit  of  the  Americas  and  the  recent  meeting  of  the  Asia 
Pacific  Economic  Cooperation  [APEC]  forum. 

THE  UNFINISHED  AGENDA 

Over  the  next  2  years  the  Administration  plans  several  major  policy  initiatives. 
One  of  these,  middle-class  tax  relief,  was  announced  by  the  President  in  December. 
There  are  three  main  elements  to  the  initiative — a  child-based  income  tax  credit;  a 
deduction  for  some  of  the  costs  of  postsecondary  education;  and  an  expansion  of  indi- 
vidual retirement  accounts.  All  of  these  proposals  are  intended  to  help  average 
Americans  cope  with  the  demands  of  today's  economy. 

A  second  initiative  was  detailed  by  the  President  last  week — an  increase  in  the 
minimum  wage.  This  proposal  reflects  a  determination  to  ensure  that  working  fami- 
lies can  lift  uiemselves  out  of  poverty,  as  well  as  a  recognition  that  inflation  has 
substantially  eroded  the  real  value  of  the  minimum  wage.  The  proposed  increase  of 
90  cents  per  hour,  phased  in  over  2  years,  would  go  a  long  way  toward  reversing 
the  eflect  of  inflation,  without  any  discernible  impact  on  employment  prospects. 

Other  Administration  initiatives  include  welfare  reform  and  health  care  reform. 
In  both  these  areas,  the  Administration  proposed  legislation  in  1994.  We  intend  to 
work  with  the  Congress  in  a  bipartisan  manner  to  ensure  that  progress  can  be  made 
in  each  of  these  crucial  areas  this  year. 

One  last  ongoing  Administration  initiative  is  the  effort  to  reinvent  government — 
the  National  Performance  Review  [NPR],  under  the  direction  of  Vice  President  Gore. 
Through  the  end  of  1994,  the  Administration's  reinventing  government  reforms  had 
reduced  the  Federal  workforce  by  about  100,000  employees  and  had  made  substan- 
tial progress  in  the  area  of  government  procurement.  A  second  round  of  NPR  re- 
forms was  announced  in  December  1994,  with  projected  savings  of  $26  billion  over 
5  years.  While  the  NPR  generates  savings  in  Federal  spending,  this  is  not  the  only 
reason  to  undertake  reinvention.  The  goal  of  the  NPR  reforms  is  to  improve  govern- 
ment and  to  provide  services  that  are  in  the  national  interest.  That  is,  we  want  to 
create  a  government  that  is  leaner,  not  meaner. 

CONCLUSION 

As  you  know,  1994  was  a  very  good  year  for  the  American  economy.  The  solid  eco- 
nomic growth,  combined  with  a  Tow  rate  of  inflation  and  declining  unemployment 
made  for  the  best  overall  economic  performance  in  a  generation.  But  there  are  many 
challenges  before  us,  the  most  fundamental  of  which  is  restoring  the  American 
Dream  to  all  families  in  a  world  of  changing  technology  and  increasing  competition. 

Some  important  foundations  to  achieve  the  goal  of  higher  living  standards,  broad- 
ly shared,  have  already  been  put  in  place.  The  fiscal  1996  budget  represents  another 
step.  We  look  forward  to  working  with  you  and  the  American  people  in  this  common 
endeavor. 
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TABLE  1.— 1995  FORECAST  COMPARISON 
[Annual  detail,  in  percentages] 


1993      1994      1995      1996       1997        1998        1999        2000 


Real  GDP,  4Q/4Q  growth 3.1       4,0     

CBO 2.5       1.9 

Blue  Chip 2.5       2.2 

Mid-Session  Review  (July) 2.7       2.6 

Administration  Forecast  2.4       2.5 

GDP  Deflator,  4Q/4Q  growth  1.8       2.3     

CBO 2.8       2.8 

Blue  Chip 3.1       3.2 

Mid-Session  Review  Ouly) 2.8      2.9 

Administration  Forecast  2.9      2.9 

CPI-U,  4Q/4Q  growth  2.7       2.6     

CBO 3.2       3.4 

Blue  Chip 3.5       3.5 

Mid-Session  Review  (July) 3.2       3.3 

Administration  Forecast  3.2       3.2 

Annual  Averages 

Civilian  Unemployment  Rate 6.8       6.1     

CBO 5.5       5.7 

Blue  Chip 5.6       5.7 

Mid-Session  Review  (July)  6.2       6.1 

Administration  Forecast  

3-month  T-bill  3.0       4.3     

CBO 6.2       5.7 

Blue  Chip 6.2       6.1 

Mid-Session  Review  (July) 4.7       4.8 

Administration  Forecast  5.9       5.5 

10-year  T-note 5.9      7.1     

CBO 7.7       7.0 

Blue  Chip 8.7       8.5 

Mid-Session  Review  (July)  7.0       7.0 

Administration  Forecast  7.9      7.2 


2.4 

2.3 

2.3 

2.3 

(2.2) 

(2.3) 

(2.6) 

(2.4) 

2.5 

2.5 

2.5 

NA 

2.5 

2.5 

2.5 

2.5 

"2.8 

"U 

"2.'8 

2.'8 

(3.3) 

(3.1) 

(3.1) 

(3.0) 

3.0 

3.0 

3,0 

NA 

3.0 

3.0 

3.0 

3.0 

Ti 

Ti 

Ti 

Ia 

(3.7) 

(3.6) 

(3.5) 

(3.4) 

3.4 

3.4 

3.4 

NA 

3.2 

3.2 

3.1 

3.1 

"s-'s 

"s.'g' 

"e.'o 

6.0 

6.2 

6.3 

6.2 

6.1 

6.1 

6.1 

6.1 

NA 

(5  5  to  5  8) 

5.3 

5.1 

5.1 

........ 

5.2 

4.9 

4.9 

5.0 

4.8 

4.8 

4.8 

NA 

5.5 

5.5 

5.5 

5.5 

"e.y 

6.7 

'6.7 

"6.7 

8.0 

7.8 

7.8 

7.8 

7.0 

7.0 

7.0 

NA 

7.0 

7.0 

7.0 

7.0 

Note — Numbers  in  parentheses  are  year-over-year  figures.  Blue  Chip  forecasts  for  1995  and  1996  were  made  in  January  1995,  and  fore- 
casts beyond  1996  were  made  in  October  1994.  A  Blue  Chip  forecast  for  the  10-year  rate  is  not  available.  The  corporate  rate  is  given  in- 
stead. The  corporate  rate  is  usually  about  60  basis  points  above  the  comparable  government  rate. 
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Chairman  Kasich.  Thank  you  very  much,  Doctor.  Let  me — ^you 
know,  I  guess  it  is  this  old  business  of  how  you  want  to  paint  the 
picture,  and  maybe  we  could  paint  it  one  way  and  you  can  paint 
it  another  way,  but  let's  talk  about  the  guy  that  counts  right  now. 

The  guy  that  counts  right  now  is  Alan  Greenspan.  The  reason  he 
counts  is  because  everybody  across  this  country  holds  their  breath 
every  time  he  tries  to  bump  up  interest  rates — he  doesn't  try,  I 
guess  Federal  Chairmen  don't  try  to  do  anything,  they  just  do. 

My  constituents  keep  talking  to  me  and  warning  me  about  it, 
and  I  am  sure  the  constituents  of  everybody  in  here  are  warning 
them  and  are  concerned  about  interest  rates  because  of  the  way  it 
affects  not  just  business  but  home  buying  as  well.  Greenspan  came 
before  a  joint  committee  in  January,  I  believe  it  was,  early  Janu- 
ary, and  I  am  trying  to  dig  out  the  record.  I  should  have  had  this, 
but  he  said  currently  real  long-term  interest  rates  remain  rel- 
atively high  partly  because  of  unexpected  growth  of  budget  deficits 
later  in  this  decade  and  thereafter.  Rates  have  gone  higher  since 
he  made  this  statement. 

He  also  said  conversely  that  if  in  fact  the  Congress  would  be  able 
to  pass  a  deficit  reduction  plan  that  would  significantly  reduce  the 
deficit  both  in  the  short  term  and  the  long  term,  it  would  have  an 
enormous  economic  benefit  for  this  country.  I  would  be  willing  to 
bet  you  that  if  we  asked  Alan  Greenspan  what  he  thought  about 
this  budget — well,  let  me  ask  you,  what  do  you  think  he  would  say 
about  this  budget  proposal  and  its  projections  of  deficits  in  the 
$200  and  $300  billion  range  over  the  next — as  far  as  the  eye  can 
see,  what  do  you  think  he  would  see  about  this  budget  from  an  eco- 
nomic point  of  view?  You  have  painted  it  as  being  very  bright.  Tell 
me  what  you  think  he  would  say  about  this. 

Ms.  Tyson.  I  think  you  would  have  to  ask  him.  I  try  never  to 
comment  on  Federal  Reserve  statements  or  policy.  I  think  it  is  an 
appropriate  position  for  the  administration  to  take  to  leave  the 
monetary  authorities  to  make  their  own  decisions.  I  would  assume 
the  monetary  authorities  will  allow  the  fiscal  authorities  also  to 
make  their  own  decisions. 

Chairman  Kasich.  I  didn't  get  that  answer.  What  did  that  mean? 

Ms.  Tyson.  It  means  that  I  am  not  going  to  vaguely  speculate 
about  what  Alan  Greenspan  would  say.  It  is  not  wise  for  I  think 
the  making  of  both  independent  monetary  policy  decisions  and 
independent  fiscal  policy  decisions  for  me  to  speculate  on  what  he 
would  say. 

Chairman  Kasich.  Since  you  find  yourself  in  that  position,  let  me 
speculate.  He  would  tell  you  your  budget  is  a  disaster.  Now  maybe 
we  should  have  somebody  from  the  press  go  to  him  and  ask  him 
what  he  thinks.  We  have  got  a  couple  people  here  from  the  press, 
ask  him  what  he  thinks  about  the  long-term  economic  impact  of 
this  budget  if  Congress  were  to  enact  this. 

Here  is  why  I  say  this.  First  of  all,  we  don't  know  what  is  going 
to  happen  to  this  economy,  although  we  do  know  that  interest  rates 
still  edge  up,  and  I  would  maintain  if  Republicans  fail  in  reducing 
the  budget  deficits,  rates  will  go  higher.  What  would  you  think 
about  that?  If  Republicans  fail  to  reduce  the  deficits,  what  do  you 
think  that  impact  would  be  farther  than  what  you  have? 
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Ms.  Tyson.  I  think  it  is  important  to  start  this  discussion  with 
the  following  observation:  There  are  many  things  that  affect  the 
level  of  long-term  interest  rates.  If  you  look  at  the  past  2  years,  you 
can  see  that  quite  clearly. 

During  1993,  and  Alan  Greenspan,  I  believe  in  a  statement  be- 
fore some  Member  of  Congress  did  make  the  statement  that  part 
of — that  the  sustained  deficit  reduction  coming  out  of  OBRA  1993 
had  set  in  place  solid  foundations  for  the  economy's  growth,  some- 
thing to  that  effect.  We  can  dig  that  out  of  the  record,  but  he  said 
something  like  that. 

He  was  saying  what  we  and  many  others  said  at  the  time,  in- 
cluding many  Wall  Street  observers,  that  one  determinant  of  the 
level  of  long-term  interest  rate  is  the  anticipated  borrowing  needs 
of  the  government,  the  anticipated  deficits  of  the  government,  but 
that  is  not  the  only  determinant  of  long-term  interest  rates,  so  in 
1993  you  saw  a  very  dramatic  decline  in  long-term  interest  rates 
as  the  world  came  to  believe  that  instead  of  running  deficit  to  GDP 
ratios  of  4.5  percent,  the  United  States  was  going  to  go  down  to 
less  than  2.5  percent. 

But  then  interest  rates  started  up,  and  we  know  that  they  have 
gone  up  very  dramatically.  Now  why  did  they  go  up?  Almost  all 
economic  observers  will  argue  they  went  up  because  the  U.S.  econ- 
omy and  the  global  economy  became  much  stronger.  The  govern- 
ment is  not  the  only  borrower  out  there.  Households  and  private 
businesses  borrow,  and  the  fact  that  interest  rates  have  increased 
over  the  past  12  months  significantly  to  most  observers  is  not  a 
sign  of  the  weakness  of  the  American  economy,  it  is  actually  a  sign 
of  the  strength  of  the  American  economy  and  of  the  global  economy 
along  with  it. 

Chairman  Kasich.  Well,  Doctor,  I  can  only  tell  you  what  he  told 
us  when  he  came  here,  and  he  told  us  if  the  government  would  cut 
its  deficits,  long-term  interest  rates  would  be  dramatically  im- 
proved. He  didn't  say  it  was  because  of  some  other 

Ms.  Tyson.  Let  me 

Chairman  Kasich.  Let  me  finish.  He  said  in  his  testimony,  it 
wasn't — he  didn't  say  well  maybe  there  is  this  factor  and  maybe 
there  is  that  factor.  He  flat  out  told  this  committee  that  if  in  fact 
we  will  make  significant  reductions  in  the  budget  deficit,  long-term 
rates  in  fact  would  come  down  dramatically. 

Now,  what  he  said  in  1993,  I  know  what  he  said,  you  are  right 
he  did  say  in  1993  that  this  contributed  to  some  things.  He  is  not 
saying  that  today.  You  know  why?  Because  he  believes  that  these 
long-term  deficits  have  a  very  negative  impact  on  interest  rates.  He 
said  it. 

He  didn't  say  about  anything  other  than  the  actions  of  the  defi- 
cit, and  he  also  promised  us  that  if  in  fact  we  make  significant  re- 
ductions, we  would  see  significant  improvements  in  this  economy. 
Now,  let  me  ask  you,  I  have  added  up  just  roughly  since  the  hear- 
ing started  the  total  amount  of  entitlements,  excluding  Social  Secu- 
rity and  interest,  and  this  number  is  probably  low,  the  total 
amount  of  entitlement  spending  over  the  next  5  years  approxi- 
mately is  $2.3  trillion. 

Now,  the  administration  has  $29  billion  in  entitlement  savings 
over  the  next  5  years;  12  of  those  billion  is  an  OBRA  extension.  In 
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other  words,  in  anticipation  that  these  extensions  wouldn't  occur, 
people  would  get  more  benefits,  we  are  just  going  to  keep  it  where 
it  is,  that  saves  $12  billion. 

We  will  give  you  credit  for  it,  we  will  take  it  as  well,  but  frankly, 
we  are  talking  about  $17  billion  in  new  entitlement  control  out  of 
$2.3  trillion.  Now,  how  do  you  think  that  anybody  on  Wall  Street 
or  anybody  down  at  the  Fed  or  anybody  in  America  would  be  opti- 
mistic about  the  long-term  future  of  this  economy  when  we  are 
going  to  cut — when  we  are  going  to  save,  not  even  cut,  save  $17 
billion  out  of  $2.3  trillion  in  spending? 

Ms.  Tyson.  Well,  first  of  all,  I  might  want  to  point  out  that  actu- 
ally long-term  interest  rates  have  been  coming  down,  have  eased 
off  about  50  basis  points  since  November  of  last  year  and  now,  so 
in  all  of  this  process  of  these  numbers  coming  out  and  being  dis- 
cussed here,  just  to  show  you  that  there  is  no  simple  relationship 
between  any  deficit  number  and  any  long-term  interest  rate,  I  just 
refer  you  to  what  has  been  happening  to  long-term  interest  rates, 
and  on  the  issue  of  entitlements,  what  I  would  say  is  what  is  stat- 
ed clearly  in  my  testimony,  and  I  ended  with  this,  the  President 
lead  on  the  issue  of  health  care  reform  before  the  Congress. 

As  he  said  clearly  in  his  State  of  the  Union  Address,  from  the 
point  of  view  of  what  happened,  we  bit  off  more  than  we  can  chew. 
I  think  as  Director  Rivlin  has  said  to  you,  as  Bob  Rubin  has  said 
to  other  committees,  and  as  I  have  said  to  other  committees,  we 
should  not  talk  about  an  abstract  entitlement  problem  in  the  Unit- 
ed States.  People  should  understand  what  we  are  talking  about  in 
the  near  term  is  a  problem  of  health  care  spending,  and  that  is  a 
problem  which  is  not  just  a  Federal  Government  problem,  it  is  a 
private  sector  problem.  And  if  we  come  to  any  effort  to  deal  with 
the  entitlement  problem,  that  is  simply  limiting  in  some  arbitrary 
way,  for  example  by  imposing  an  arbitrary  slow  down  in  the 
growth  rate  on  Medicare,  Medicaid  or  some  other  part  of  health 
care  of  Federal  spending,  if  we  do  that,  the  health  care  problem 
won't  go  away,  it  will  be  shifted. 

The  sick  people  don't  disappear,  the  services  need  to  be  per- 
formed, and  the  cost,  the  burden  of  those  services  being  performed 
will  move  someplace  into  the  society.  So  this  President  has  pro- 
posed that  in  order  to  get  further  improvements  on  the  rate  of 
growth  of  entitlement  spending,  we  first  define  it  appropriately  as 
a  health  care  spending  problem,  and  we  deal  with  that  within  the 
context  of  a  meaningful  health  care  reform  effort.  And  the  Presi- 
dent would  like  to  work  with  Congress  on  that,  as  was  evident  last 
year. 

Chairman  KlASlCH.  Last  area.  I  want  to  tell  you  that  the  reason 
why  the  long-term  rates  have  come  down  to  some  degree  is  because 
the  short-term  rates  went  up.  I  can  only  go  back  to  January  and 
tell  you — look,  the  proof  will  be  in  the  pudding.  We  will  ask  Alan 
Greenspan  what  he  thinks  about  this  plan.  What  he  has  argued  to 
us  clearly  is  that  if  we  will  deal  with  budget  deficits,  he  does  not 
believe,  he  did  not  believe  until  just  recently  that  we  could.  He  is 
still  not  convinced  we  will. 

We  have  to  convince  him  of  that  by  doing  it,  not  by  talking  to 
him  about  it,  but  the  President's  health  care  plan  that  he  brought 
forward  to  this  Congress  last  year  increased  the  deficit.  It  didn't 
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decrease  the  deficit.  So  if  you  are  worried  about  health  care  plans 
and  you  want  to  turn  the  health  care  system  over  to  the  govern- 
ment and  get  scored  by  CBO  as  actually  increasing  the  deficit,  how 
does  that  deal  with  the  health  care  costs  in  this  country? 

Ms.  Tyson.  I  think  the  correct  analysis  of  our  plan  by  CBO 
showed  that  after  a  decade,  it  started  to  make  improvements  on 
the  deficit. 

Chairman  Kasich.  So  for  10  years  we  are  going  to  explode  the 
deficit? 

Ms.  Tyson.  You  have  to  look — we  don't  believe  the  deficit  is  ex- 
ploding, it  is  certainly  not  exploding  relative  to  the  size  of  the  econ- 
omy, it  is  not  even  exploding  absolutely.  Exploding  is  the  wrong 
word  to  use  with  the  deficit  line  we  are  on,  simply  the  wrong  word. 

Chairman  Kasich.  I  just  said  to  you  that  we  have  $17  billion  in 
savings  out  of  $2.3  trillion.  How  do  you  explain  that?  You  said  it 
is  because  we  are  not  dealing  with  health  care  costs.  I  just  said  to 
you  that  the  President's  health  care  cost  program  exploded  the  def- 
icit for  the  first  10  years.  What  is  the  answer? 

Ms.  Tyson.  My  answer  is  we  would  like  more  deficit  reduction, 
we  would  like  to  work  with  you  on  entitlements.  We  do  not  see  the 
issue  as  some — it  sounds  so  simple  to  the  American  people  to  say 
what  we  have  to  do  is  get  entitlements  under  control.  The  truth  is, 
and  this  is  what  people  need  to  pay  attention  to,  the  truth  is  what 
we  are  talking  about  primarily  as  the  area  of  spending  that  is  now 
not  growing  slowly  relative  to  the  size  of  the  economy  is  one  area, 
and  it  is  health  care  spending,  and  many  people  in  this  society  are 
beneficiaries  of  the  current  health  care  system. 

Now,  we  have  to  do  something  to  get  the  current  health  care  cost 
line  under  control,  but  it  is  our  view  that  you  cannot  do  that  by 
any  arbitrary  set  of  cuts,  you  have  to  do  it  in  the  context  of  reform. 
You  might  not  have  liked,  you  clearly  didn't  like  the  health  care 
reform  proposal  we  made  last  year,  which  is  one  of  the  reasons  why 
we  didn't  make  one  this  year,  but  we  want  to  cooperate  with  you 
on  first  defining  the  real  problem  for  the  American  people  and  then 
working  out  a  solution. 

Chairman  Kasich.  In  conclusion,  I  will  tell  you,  I  think  the 
American  people  understand  the  problem,  and  the  problem  is  sim- 
ply this:  This  city  is  just  bent  on  spending  until  there  is  no  tomor- 
row, and  we  have  been  across  the  country  listening  to  people  out- 
side of  the  beltway,  and  you  know  what  they  have  been  telling  us? 
Cut  the  programs,  fix  the  budget  deficit,  do  the  right  thing,  show 
some  courage.  That  is  why  we  are  going  to  have  to  come  forward 
and  do  it.  I  am  going  to  be  very  hopeful  that  we  are  going  to  get 
your  support,  not  your  criticism  whenever  it  comes  time  to  lay  our 
package  down.  We  will  deal  with  entitlements,  I  can  promise 
you 

Ms.  Tyson.  It  depends  what  it  does. 

Chairman  KASICH.  I  can  promise  you  we  will  do  better  than  $17 
billion  out  of  $2.3  trillion.  Lret  me  tell  you,  if  we  don't,  I  want  every- 
body in  the  country  to  judge  us  as  failures  because  that  is  how  I 
judge  what  has  been  sent  to  us. 

Mr.  Sabo. 

Mr.  Sabo.  Thank  you,  Mr.  Chairman.  I  have  a  question  for  Dr. 
Tyson,  but  first  let's  simply  put  things  in  context.  I  recall,  Mr. 
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Chairman,  the  predictions  of  the  Republican  leadership  on  what 
would  happen  if  we  passed  the  President's  program  in  1993.  As  I 
recall,  those  were  predictions  of  dire  economic  consequences  of  re- 
cessions and  exploaing  deficits.  The  reality  has  been  totally  the  op- 
posite. 

Chairman  Kasich.  Will  the  gentleman  yield  on  that? 

Mr.  Sabo.  ok. 

Chairman  Kasich.  I  think  that  we  are  beginning  to  see  exactly 
what  we  predicted.  Deficits  in  the  outyears  with  continued  eco- 
nomic growth  that  is  over  $300  billion,  you  are  seeing  rising  inter- 
est rates,  and  after  all  the  taxes  and  everything  that  you  levied  on 
the  American  people,  we  don't  have  deficits  under  control  in  any- 
body's definition  other  than  the  people  down  at  the  White  House. 

Mr.  Sabo.  Mr.  Chairman,  I  don't  have  your  comments  and  that 
of  Mr.  Gingrich  and  Mr.  Armey  with  me.  Your  predictions  were 
that  the  deficit  for  1993  wasn't  going  to  come  down  and  the  deficit 
for  1994  wasn't  going  to  come  down,  the  economy  wasn't  going  to 
grow,  it  was  going  to  result  in  a  recession  and  unemplo3rment  was 
going  to  go  up.  Totally  the  opposite  happened.  So  let's  have  that 
as  part  of  history,  and  that  is  fact. 

Also  as  related  to  what  Dr.  Greenspan  had  to  say,  he  was  very 
specifically  referring  to  our  ability  to  deal  with  long-term  funding 
of  Social  Security,  and  he  was  not  talking  about  5-year  spans.  He 
was  talking  about  20-,  30-year  spans,  and,  frankly,  as  someone  who 
served  on  the  Kerry-Danforth  Commission,  one  of  my  hopes  had 
been  that  we  might  be  able  to  find  bipartisan  agreement  for  how 
to  deal  with  the  long-term  problem  of  Social  Security. 

When  the  new  Speaker  said  it  was  not  going  to  be  on  the  agenda, 
any  momentum  to  make  the  tough  choices  to  find  agreement  quick- 
ly disappeared.  I,  too,  believe  that  we  need  to  do  further  deficit  re- 
duction than  is  projected  in  the  President's  budget. 

However,  I  also  understand  the  reaction  of  my  Republican 
friends  who  would  like  very  much  to  have  additional  recommenda- 
tions by  the  President  on  how  to  cut  entitlements  so  they  could  use 
it  for  a  $700  billion  tax  cut  over  the  next  10  years.  I  think  all  of 
us  know  what  the  priority  of  the  contract  is,  and  the  priority  of  the 
first  100  days  has  nothing  to  do  with  reducing  the  deficit. 

It  is  to  do  substantial  cuts  to  pay  for  a  very,  very  huge  tax  cut. 
They  may  be  paid  for  over  the  first  5  years.  We  will  also  be  very 
interested  to  see  if  it  is  paid  for  over  the  second  5  years. 

But  as  it  relates  to  entitlements,  one  of  the  factors  that  does  im- 
pact the  growth  of  entitlements  in  this  country  beyond  how  we 
structure  them  is  changing  income  structure  of  this  country,  and 
clearly  we  have  had  a  revolution  where  income  flows  over  the  last 
20  years  in  our  society.  Income  has  been  static  and  declining  for 
most  Americans.  Income  has  not  kept  up  with  productivity,  and  the 
one  phase  where  income  growth  has  occurred  is  very  much  at  the 
top  of  the  economic  scale. 

The  question  of  homelessness,  people  living  on  the  street  in  part 
relates  to  social  problems,  but  part  of  it  relates  simply  to  the  de- 
clining salary  paid  to  the  thousands  of  Americans  who  live  in 
urban  centers.  The  increasing  number  of  working  Americans  who 
need  housing  assistance  and  food  stamps  is  directly  related  to  a  de- 
clining salary  and  wage  base  for  hard-working  Americans. 
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Increasingly  hard-working  Americans  who  work  full-time  simply 
don't  have  enough  money  to  buy  the  basic  necessities  of  life — food 
and  housing — and  we  find  ourselves  needing  to  supplement  that. 
They  are  simply  not  going  to  exist  in  our  modem  economy. 

Therefore,  Dr.  Tyson,  I  really  congratulate  you  and  the  adminis- 
tration for  your  proposals  on  the  minimum  wage.  If  I  had  my  pref- 
erence, we  would  go  much  higher.  We  had  two  Republican — I  may 
be  mistaken,  strike  Republican — two  very  conservative  economists 
before  us  today  whose  view  of  the  world  was  that  the  Congress 
made  a  mistake  when  we  passed  Social  Security,  and  we  made  a 
mistake  when  we  passed  Medicare.  They  don't  think  kindly  of  in- 
creasing the  minimum  wage  because  it  is  going  to  do — supposedly 
according  to  them  it  is  going  to  create  unemployment. 

On  the  other  hand,  the  minimum  wage  was  at  its  peak  value  in 
1968  when  its  value  in  current  dollars  would  have  been  $6.49.  Un- 
employment in  1968  was  3.6  percent,  a  rate  that  would  send  the 
Federal  Reserve  ballistic  today. 

So,  Dr.  Tyson,  I  congratulate  you,  and  I  would  like  to  have  you 
speak  a  little  bit  more  to  the  impact  of  the  changing  salary  base 
and  what  that  is  doing  to  millions  of  Americans  who  are  working 
full-time.  I  have  to  indicate,  the  problem  goes  way  beyond  the  mini- 
mum wage. 

In  our  area  a  recent  study  indicated  a  livable  wage  was  around 
$20,000,  and  we  discovered  in  the  State  of  Minnesota  where  the 
unemployment  rate  is  3.5  percent,  that  over  half  the  jobs  don't  pay 
a  livable  wage.  The  minimum  wage  even  with  the  increases  is  far 
from  a  livable  wage  in  many  parts.  As  you  look  at  the  fundamental 
problems  we  face  in  this  country,  I  think  if  we  want  to  deal  with 
the  issue  of  crime,  it  clearly  relates  to  the  concentration  of  poor 
people  in  certain  neighborhoods.  They  have  no  choice  of  where  to 
live  because  affordable  housing  doesn't  exist  beyond  them. 

When  you  look  at  the  capacity  of  rural  communities  to  expand, 
the  problem  in  Minnesota  is  many  of  the  rural  communities  have 
expanded  industries,  they  have  jobs  paying  $15,000-$20,000,  but 
there  is  no  housing  for  new  workers.  The  cost  of  a  new  house  ex- 
ceeds the  capacity  of  the  people  at  that  wage  rate  to  buy  a  house, 
so  we  have  a  Republican  Governor  suggesting  a  new  State  housing 
program  to  buy  down  the  cost  of  housing  in  rural  communities  so 
these  communities  can  continue  to  expand. 

So  I  congratulate  you  on  that  movement  forward  and  I  would 
like  to  have  you  visit  a  little  bit  more  about  this  question  of  what 
has  happened  with  the  wage  base  in  this  country  because  I  think 
that  is  so  crucial.  I  think  it  is  also  related  to  budget  issues  because 
if  we  are  unwilling  to  deal  with  the  wage  base,  if  we  are  unwilling 
to  pay  people  who  are  working  full-time  in  this  country  and  work- 
ing very  hard  for  salaries  that  they  can  live  on,  clearly  government 
will  be  called  on  to  supplement  those  kinds  of  salaries  in  our  econ- 
omy. 

Ms.  Tyson.  OK.  Well,  perhaps  what  I  should  do  is  start  again 
by  how  we  came  to  make  a  decision  on  the  minimum  wage.  I  think 
if  you  look  at  the  country's  economic  indicators  over  the  past  20 
years,  15  to  20  years,  a  few  of  them  really  stand  out.  It  is  clearly 
the  case  that  the  deficit  problem  that  is  getting  so  much  attention 
today  and  the  debt  problem  that  is  getting  so  much  attention  today 
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really  the  time  of  explosion  was  the  1980's,  and  you  do  see  there 
trends  which,  frankly,  we  inherited  that  we  had  to  do  something 
about. 

The  deficit-to-GDP  ratio  on  a  rising  course,  not  a  stagnant  or  de- 
clining course,  the  debt  quadrupling  and  increasing  dramatically  as 
a  share  of  the  economy.  Clearly  those  were  trends  that  had  to  be 
brought  under  control,  and  we  view  both  the  OBRA  1993  and  the 
1996  budget  as  doing  that,  as  bringing  those  under  control.  If  you 
look  at  the  deficit-to-GDP  ratio,  it  is  now  on  the  decline. 

It  is  not  just  that  we  have  stabilized  it  at  some  much  lower  rate, 
but  if  you  look  at  our  projections  and  you  look  at  them  not  just 
through  2000  but  through  2005,  the  deficit  is  coming  down  relative 
to  the  size  of  the  economy.  This  is  a  complete  reversal  of  the  trend 
we  inherited. 

On  the  debt  side,  the  debt-to-GDP  ratio  rose  dramatically  during 
the  1980's,  actually  looking  at  figures  you  can't  believe  it,  10  per- 
centage points  in  5  years,  another  12  percentage  points  in  the  next 
6  years.  Those  are  amazing  numbers. 

We  undid  in  one  decade  all  the  progress  the  country  had  made 
since  the  end  of  World  War  II  at  bringing  the  debt  burden  relative 
to  the  economy  down.  It  was  all  undone  in  one  fiscal  fling  of  the 
1980's,  and  we  had  to  get  that  under  control,  and  we  have.  The 
debt-to-GDP  ratio  is  basically  now  stabilized. 

So  is  there  more  to  be  done  on  those  problems?  Yes,  there  is 
more  to  be  done  on  those  problems.  We  believe  the  next  sensible 
step  to  work  on  them  is  in  the  entitlement  area  through  health 
care  reform.  But  something  else  was  going  on  during  those  15  to 
20  years  that  was  also  very  disturbing. 

That  is  that  there  really  was  a  pronounced  decline  in  earnings 
at  the  bottom  of  the  income  distribution.  Now,  a  male  high  school 
graduate  saw  his  real  hourly  wage  decline  by  nearly  20  percent. 
The  median  worker,  the  worker  right  in  the  middle  of  the  working 
income  distribution,  saw  their  hourly  wage  in  real  terms  go  down 
by  6  percent. 

American  workers  were  not  making  enough  in  terms  of  nominal 
gains  to  make  up  for  inflation  and  be  better  off.  All  during  that 
time  period  we  also  see  this  tendency  toward  greater  inequality. 

One  economist  in  a  private  consulting  firm,  macro  consulting 
firm  put  it  that  in  the  19 — ^you  first  saw  the  top  40  percent  gain 
at  the  expense  of  the  bottom  60  percent,  but  in  the  1980's  and 
1990's  you  saw  the  bottom  80  percent  seeing  their  incomes  decline. 
Those  are  very  serious  long-term  problems. 

The  truth  is  these  are  very  hard  problems  to  solve.  They  are  not 
amenable  to  any  simple  public  policy  fix,  like  moving  the  deficit 
down  this  amount  by  this  year.  They  have  to  do  with  changes  in 
technology. 

What  is  happening  here  is  as  technology  changes,  people  do  not 
have  the  education  and  skills  to  use  the  technology,  the  technology 
shifts  away  from  them.  They  are  no  longer  demanded,  their  skills 
and  services  are  no  longer  demanded,  they  cannot  earn  a  wage  that 
is  a  living  wage,  a  livable  wage. 

Now  a  particular  part  of  this  increasing  disparity,  however,  was 
by  economic  studies,  by  a  whole  host  of  economic  studies  was  the 
result  of  an  erosion  in  the  minimum  wage.  The  minimum  wage 
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does  in  fact  establish  a  floor  on  incomes,  and  that  floor,  when  it 
eroded,  and  it  is  now  headed  to  a  40-year  low  in  purchasing  power 
terms,  when  that  eroded  that  did  contribute  to  the  rising  inequal- 
ity. 

In  fact,  it  probably  contributed  to  about  the  order  of  20  percent 
for  inequality  among  male  workers  and  probably  about  a  third  of 
inequality  among  female  workers.  Female  workers  incidentally 
make  up  about  two-thirds  of  the  minimum  wage  work  force. 

In  addition,  what  has  happened  over  the  past  15  years  or  so  is 
that  contrary  to  the  traditional,  old-fashioned  view  that  minimum 
wage  workers  are  high  school  students  who  basically  are  making 
some  extra  money  on  the  side,  two-thirds  of  the  minimum  wage 
workers  are  now  adults,  they  are  over  21,  and  they  are  earning  on 
average  half  of  their  family  income,  so  we  believe  that  since  this 
income  disparity  or  earnings  problem  at  the  bottom  of  the  income 
distribution  is  so  important  to  American  society,  that  one  thing 
public  policy  can  do  is  make  an  adjustment  in  the  real  value  of  the 
minimum  wage,  and  furthermore  the  evidence  is  very  powerful  and 
convincing,  and  I  can  give  you  citations  galore  that  an  increase  in 
the  minimum  wage  of  the  magnitude  that  we  have  proposed  will 
have  no  significant  or  even  discernible  effect  on  employment.  What 
it  will  do  is  it  will  increase  incomes  for  those  who  need  an  increase. 

Mr.  Sabo.  Thank  you. 

Chairman  Kasich.  Congressman  Miller. 

Mr.  Miller.  Thank  you,  Mr.  Chairman.  You  were  down  in  my 
district  in  December. 

Ms.  Tyson's  parents  are  my  constituents,  by  the  way.  She  was 
down  visiting  my  district  as  well.  I  get  a  lot  of  members  in  Con- 
gress coming  down  to  my  area,  Sarasota,  Venice,  we  welcome  ev- 
erybody to  come  down.  This  weather  is  what  would  make  you  have 
more  appeal  to  return  to  my  district. 

Ms.  Tyson.  Nice  area. 

Mr.  Miller.  As  you  are  aware,  I  would  say  the  majority  of  Mem- 
bers of  Congress  were  disappointed  in  the  budget  proposals  of  the 
President,  that  it  really  was  an  abdication  of  economic  leadership 
that  he  should  have  shown.  Even  Mr.  Sabo  was  saying  he  was  dis- 
appointed that  there  wasn't  enough  deficit  reduction  in  there.  Mr. 
Sabo  just  made  a  comment  basically  that  this  is  really  a  political 
budget  rather  than  a  real  budget,  that  we  are  not  going  to 
show 

Mr.  Sabo.  I  am  not  sure  I  said  that. 

Mr.  Miller.  Well,  what  you  were  saying,  as  Miss  Rivlin  was 
with  us  on  Tuesday  was  saying  to  the  effect  that,  well,  we  are  not 
going  to  show  our  cards  until  you  show  your  cards  attitude,  that 
we  are  not  going  to  show  entitlement  cuts  because  we  are  going  to 
let  you  do  it  anyway. 

To  get  back  to  the  question,  because  of  that  is  this  issue  of  the 
deficit,  and,  I  mean,  you  keep  stressing  how  important  it  is,  the  rel- 
ative size  of  the  deficit.  But  looking  at  it,  the  size  of  the  deficit  is 
basically  a  $200  billion  number  for  a  number  of  years  out  there. 
If  you  had  your  druthers  you  would  like  to  see  it  on  a  glide  path 
toward  zero,  right?  Or  do  you  justify  that  it  is  OK  to  keep  that 
$200  billion  deficit? 


120 

Ms.  Tyson.  What  I  would  like  to  say  is  I  would  like  to  see  fur- 
ther progress  made  on  government  spending  through  health  care 
reform,  that  would  clearly  have — the  0MB,  the  budget  document 
shows  very  clearly,  and  we  actually  picked  it  up  in  the  Economic 
Report  of  the  President  because  I  thought  it  was  such  a  compelling 
document  chart,  there  is  a  chart  which  shows  very  clearly  that  if 
one  could  get  the  rate  of  growth  of  health  care  spending  on  line 
with  the  rate  of  growth  of  the  economy,  in  fact  the  budget  could 
be  balanced  early  in  the  next  century,  so  it  shows  pretty  clearly 
what  you  could  say  in  other  words  the  real  problem  of  growth  in 
spending  here  that  we  have  to  address  is  health  spending.  On  the 
other  hand,  I  have  said  as  clearly  as  I  can  possibly  say,  I  don't 
think  you  can  handle  that  in  the  absence  of  some  system-wide  re- 
form effort. 

Mr.  Miller.  Do  you  think  we  should  have  a  glide  path  toward 
a  zero  budget,  balanced  budget,  I  mean? 

Ms.  Tyson.  I  think  we  should  have  a  glide  path  toward  a  bal- 
anced position,  but  I  do  not  ascribe  and  have  never  ascribed  to  any 
particular  year.  If  you  are  going  to  say  do  I  think  we  should  have 
zero  by  the  year  2002,  I  would  think — in  order  for  me  to  judge  the 
economic  effect  of  that,  I  would  need  to  know  how  you  propose  to 
do  that.  You  see,  the  effect  on  the  economy  is  not  just  the  size  of 
the  deficit,  it  is  what  you  do  to  adjust  that  size. 

Mr.  Miller.  Is  deficit  spending  OK,  then? 

Ms.  Tyson.  No,  no,  I  did  not  say  that.  What  I  said  was  that  if 
you  want  to  propose  to  me — if  you  want  to  ask  me  do  I  think  the 
economy  would  be  better  off  in  2002  with  a  balanced  budget  posi- 
tion, I  would  say  to  you  I  would  want  to  know  what  you  were  going 
to  do  to  achieve  balance.  Clearly  you  would  have  to  agree  with  me 
because  one  way  to  achieve  balance  that  you  might  propose  to  me 
is  a  major  increase  in  taxes,  and  I  might  say  to  you  that  is  clearly 
not  good  for  the  economy.  It  might  balance  the  budget,  but  it 
wouldn't  be  good  for  the  economy. 

Mr.  Miller.  As  an  economist,  weren't  you  a  little  disappointed 
in  the  fact  that  the  budget  didn't  have  a  glide  path  toward  balance? 

Ms.  Tyson.  I  want  to  make  something  very  clear  here,  and  it  was 
probably  noted  in  some  newspaper  articles,  I  think  this  is  a  good 
budget.  I  think  this  budget  does  a  number  of  important  things.  It 
is  engaged  in  doing  some  middle  income  tax  relief,  which  I  think 
is  important,  it  is  engaged  in  doing  some  important  increases  in 
some  areas  of  spending  like  education  and  training. 

Mr.  Miller.  What  about  the  deficit  issues? 

Ms.  Tyson.  As  all  things  in  economic  life,  there  are  tradeoffs. 
This  as  a  package  is  what  I  have  called  a  balanced  package.  This 
is  not  from  my  point  of  view  a  political  document.  This  is  a  bal- 
anced package  that  is  a  responsiole  budget  for  the  United  States. 

Mr.  Miller.  Let  me  switch  to  one  other  subject  here  in  your  com- 
ments, and  that  is  the  role  of  investment,  and  that  you  make  the 
statement  that  worthwhile  public  investments  are  very  important, 
and  this  is  always  a  discussion  of  an  investment  side  of  our  budget, 
a  capital  budget  as  such,  and  then  there  is  a  scary  thing,  as  a 
former  businessman,  I  kept  a  capital  budget  and  all  that,  that  is 
part  of  the  argument,  State  governments  look  at  it  differently,  use 
bond  financing  and  such. 
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Part  of  the  problem  is  how  do  you  define  investments.  For  exam- 
ple, in  your  comments,  you  say,  for  example,  AmeriCorps  is  an  in- 
vestment. I  can  understand  the  income  contingent  student  loan 
program  as  being  maybe  an  investment.  It  is  hard  to  say  why  not 
increase  that,  why  is  AmeriCorps  an  investment,  and  then  under 
that  type  of  definition,  using  AmeriCorps  as  an  investment,  be- 
cause it  is  helping  volunteerism,  if  that  is  an  investment,  I  mean, 
almost  everjrthing  we  do  is  investment,  and  so  it  is  kind  of  scary 
is  how  you  think  that — the  items  you  choose  for  investments  make 
it  such  a  broad  definition  that  it  is  kind  of  an  encouragement  for 
big  government  programs  and  big  spending  programs,  so  define  in- 
vestments and  why 

Ms.  Tyson.  I  think  you  raise  a  good  point,  and  the  point  is  if  one 
were  to  move — as  you  have  indicated,  many  States  that  have  bal- 
anced budget  amendments  also  have  capital  budgets  which  allow 
them  to  borrow.  That  was  not  part  of  the  House  budget  amend- 
ment proposal  which  passed,  I  understand,  but  it  is  the  case,  as 
you  point  out  that,  if  one  moved  to  a  world  in  which  the  Federal 
Government,  like  State  governments,  and  businesses,  had  a  bal- 
anced operating  account  but  a  capital  account  which  allowed  for 
borrowing,  one  would  have  to  define  capital  investments,  and  that 
would  be  something  that  one  could  have  a  legitimate  debate  about. 

I  happen  to  believe  that — we  have  a  chapter  in  the  upcoming 
Economic  Report  of  the  President  which  is  coming  out  on  Monday, 
and  it  goes  through  the  various  parts  of  human  scientific  and  phys- 
ical capital  and  their  contributions  to  growth  over  time,  so  we  view 
human  capital  as  very  important,  and  our  view  is  that  frankly 
some  AmeriCorps  is  important  as  just  another  way  for  some  people 
to  get  some  support  to  invest  in  their  human  capital. 

They  can  do  it  through  their  Pell  grants,  their  student  loan  pro- 
grams, our  middle  income  tax  deduction  for  education  and  training 
is  another  mode,  and  AmeriCorps  is  another  mode.  AmeriCorps  has 
other  features,  it  is  a  volunteer  program  in  some  respects.  It  is  en- 
couraging people  to  reach  out  to  their  communities.  It  has  an  im- 
portant aspect  of  responsibility  as  well  as  the  ability  to  earn  money 
toward  an  education,  but  I  would  think  of  it  in  the  context  of  just 
one  of  many  routes  we  have  put  in  place  to  encourage  people  to  in- 
vest. 

Mr.  Miller.  Just  a  concluding  comment,  my  time  is  up. 

Chairman  Kasich.  Your  time  is  up. 

Mr.  Miller.  That  is  the  scary  thing,  when  you  talk  about 
AmeriCorps  as  an  investment,  I  understand  Pell  grants  and  other 
ones  but  that  is  the  problem  with  the  investment  budget. 

Chairman  Kasich.  The  gentlelady  from  New  York,  Ms.  Slaugh- 
ter. 

Ms.  Slaughter.  Thank  you,  John.  I  am  going  to  speak  very 
quickly. 

I  have  three  things  I  want  to  ask  you,  Dr.  Tyson. 

First,  there  is  a  lot  of  concern  that  you  are  not  on  the  glide  path 
here  for  2002.  I  remember  one  year  we  got  a  budget  from  the  exec- 
utive only  giving  us  the  spending  side  and  left  us  to  find  all  the 
revenue.  We  called  that  a  black  box.  You  have  got  a  nice  little 
budget  there,  and  we  will  do  right  by  it. 
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John  Kasich  is  one  of  the  most  honest  people  I  know  and  he  is 
a  good  friend  of  mine,  and  if  he  is  going  to  do  this  and  get  us  on 
this  glide  path,  I  know  that  he  means  what  he  says,  but  I  would 
like  your  opinion. 

I  know  one  of  the  things  that  we  expect  is  that  there  will  be  a 
repeal  of  the  tax  on  the  top  2  percent  wage  earners  in  the  country, 
and  that  we  will  go  back  to  Starwars  and  increase  again  defense 
spending. 

Would  you  give  me  your  view  on  what  that  will  do  for  the  deficit? 

Ms.  Tyson.  Well,  I  haven't  seen  the  exact  projections.  What  I  will 
say  on  this  is  that  I  don't — we  presented  a  whole  package  and  our 
whole  package  says  pretty  clearly,  this  is  the  balanced  approach  we 
have  to  tax  relief  on  the  one  side,  increasing  defense  spending  a  lit- 
tle bit  on  the  other  side,  bringing  the  deficit  down  on  the  other 
side.  This  is  our  balanced  approach. 

So  far  we  don't  have  any  alternative  that  we  or  the  American 
people  can  judge.  I  mean,  at  times  you  hear  that  if  the  tax  package 
is  what  is  going  to  move  first,  and  we  now  have  independent  esti- 
mates of  that  from  the  Joint  Committee  on  Taxation,  then  first  of 
all,  all  the  spending  cuts  that  can  be  found  are  going  to  have  to 
go  for  the  $700  billion  of  lost  revenue.  Then  if  you  are  going  to  add 
on  however  much  more  for  Starwars,  let's  say  $750  billion  more, 
that  is  $750  billion,  you  haven't  touched  the  deficit. 

The  deficit  has  not  moved,  and  then  if  you  take  off  something 
like  a — the  Social  Security  change  that  we  introduced  in  OBRA 
1993  which  actually  brings  in  some  additional  revenue,  you  actu- 
ally cause  the  deficit  to  get  worse. 

So  I  just  don't  have — we  have  a  very  clear  plan  and  we  intro- 
duced a  very  clear  plan.  When  the  administration  took  office  in 
January  1993,  27  days  after  it  took  office,  we  had  the  whole  plan 
before  the  American  people,  and  I  think  what  I  am  concerned  about 
is  I  hear  a  lot  of  talk  about  how  there  is  disappointment  in  the 
amount  of  deficit  reduction  in  our  plan,  but  so  far  I  have  not  seen 
a  single  action  to — or  a  single  detailed  proposal  to  give  any  more 
deficit  reduction. 

All  that  is  really  on  the  table  right  now  is  a  promise  to  balance 
the  budget  by  a  certain  year.  No  specifics,  and  a  promise  to  reduce 
tax  revenues  to  the  U.S.  Government  by  $700  billion  over  10  years. 
That  is  what  I  see. 

Ms.  Slaughter.  Well,  one  other  thing  I  wanted  to  try  to  bring 
out  and  elaborate  more  on  what  Marty  was  saying,  there  is  no 
question  that  in  America,  that  it  is  not  just  the  poor.  It  is  not  just 
the  minimum  wage  workers. 

People  in  median  incomes,  all  have  children  who  graduated  from 
college,  beautifully  educated  at  a  high  cost  who  can't  find  a  job.  I 
wonder  if  you  could  give  me  the  latest  figure  on  the  wage  scale  of 
America  as  compared  to  workers  in  other  industrial  countries.  We 
used  to  be  eighth,  but  I  suspect  we  have  probably  fallen  behind 
that. 

Ms.  Tyson.  You  know,  I  can't  give  you  that  right  now.  I  can  get 
that  for  you.  It  is  very  sensitive  to  exchange  rates,  conversions 
from  dollars  to  other  currencies.  I  think  what  I  can  say  is  the  fol- 
lowing: I  did  this  for — there  was  a  jobs  conference  in  Detroit  about 
a  year  ago,  year-and-a-half  ago  and  we  put  together  the  numbers 
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then,  and  if  you  again  look  over  a  15-year  period,  and  I  think  these 
wage  trends  you  really  have  to  look  over  a  certain  period  of  time 
to  see  what  has  happened,  the  United  States  stands  out  in  two 
ways. 

We  had  the  slowest  rate  of  growth  of  real  wages  of  any  of  the 
advanced  industrial  countries  with  which  we  compare  ourselves, 
and  we  also  had  the  greatest  increase  in  wage  dispersion.  That  is, 
we  were  the  country  that  saw  the  greatest  increase  inequality,  the 
slowest  average  growth,  and  so  when  you  put  those  two  things  to- 
gether, we  were  also  the  country  that  had  the  greatest  decline  for 
people  at  the  bottom  40  percent,  and  those  trends  are  longer-term 
trends,  and  I  would  be  very  surprised  if  1  year  of  good  macro  per- 
formance, 1994,  did  very  much  to  change  those  trends. 

Ms.  Slaughter.  In  my  district  in  Rochester,  NY,  where  we  have 
been  noted  for  over  a  century  for  our  high  technology,  I  have  one 
of  the  highest  skilled  work  forces  in  the  country,  and  as  a  matter 
of  fact,  the  average  worker  in  my  district  produces  about  $130,000 
worth  of  production  a  year,  and  yet,  in  the  city  of  Rochester,  76 
percent  of  the  children  in  the  city  school  district  are  eligible  for  free 
lunch  and  to  me  that  demonstrates  very  graphically  what  has  been 
happening. 

Have  you  given  any  thought  to  what  seems  to  me  to  be  one  of 
the  problems  in  employment,  and  that  is,  too  many  people  working 
temporary  jobs,  considered  temporary  jobs  with  no  benefits  even 
though  they  worked  full-time  for  4  or  5  years  in  the  same  job? 

Mr.  Shays  [presiding].  Short  answer  because  the  lady's  time  is 
up. 

Ms.  Slaughter.  Are  the  number  of  people  who  are  doing  con- 
tract work  responsible  for  their  own  Social  Security  and  what  has 
that  done  to  wage  earning? 

Ms.  Tyson.  Well,  the  short  answer  to  that  is  that  that  is  also  a 
longer-term  trend  in  this  society,  that  the  number  of  workers  re- 
ceiving benefits  on  the  job,  the  percentage  of  workers  receiving  ben- 
efits has  gone  down. 

I  want  to  emphasize,  that  was  one  of  the  things  that  we  were 
trying  to  address  through  health  care  reform.  As  more  and  more 
people  are  dropped  from  private  sector  coverage  in  terms  of  bene- 
fits, we  need  as  a  society  to  think  about  something  to  do  to  make 
sure  that  health  care  is  available  to  such  people. 

Ms.  Slaughter.  Thank  you. 

Mr.  Shays.  Thank  you. 

Mr.  Bass,  you  have  the  floor  and  then  Ms.  Roybal-Allard  will  be 
next. 

Mr.  Bass.  Thank  you,  Mr.  Chairman. 

I  think  Chairman  Kasich  really  hit  the  gist  of  what  has  been 
going  on  this  week  on  the  head.  As  I  am  a  relative  newcomer 
around  here,  it  is  becoming  plain  to  me  that  what  we  are  really 
doing  is  playing  a  game. 

The  administration  is  putting  one  card  down  on  the  table  and 
asking  for  us  to  do — lay  down  a  card,  and  I  guess  I  can  accept  that 
as  part  of  the  process  of  moving  toward  a  consensus,  but  I  also 
think  that  the  administration  lost  what  might  have  been  an  ex- 
traordinary opportunity  to  take  this  whole  spending  problem  by  the 
reins  and  really  do  something  substantive  to  deal  with  it,  and  I 
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guess  my  overall  question  to  you,  Dr.  Tyson — by  the  way,  I  appre- 
ciate your  appearing  here  this  afternoon — is  do  you  really  think  as 
an  economist  that  a  budget  that  is  introduced  by  the  President  that 
essentially  does  nothing  to  deal  with  the  entitlement  issue  at  all 
contains  increases  in  defense  spending,  a  tax  cut  resulting  in  defi- 
cits that  are  either  the  same  or  greater  over  a  period  of  time? 

Is  that  your  sort  of  general  opinion,  the  right  approach  to  the 
budget  policy  over  the  coming  years? 

Ms.  Tyson.  I  think  I  have  said  clearly  that  I  believe  this  is  a  bal- 
anced budget  package,  balanced  in  the  sense  that  it  is  trying  to 
deal  with  many  goals  and  the  tradeoffs  between  those  goals.  We  be- 
lieve it  is  important  to  give  some  middle  income  tax  relief  at  this 
point.  The  cost  of  our  tax  relief  is  $63  billion  over  5  years  versus 
$200  billion  in  the  House  contract  proposal. 

So  we  believe  we  have  given  some  fiscally  responsible  and  very 
targeted  tax  relief.  We  think  that  it  is  important  to  continue  to 
spend  on  student  loans  and  on  Head  Start  and  on  the  National  In- 
stitutes for  Health  and  several  other  investment  areas,  so  we  want- 
ed to  make  sure  we  continued  to  do  that.  We  think  it  is  important 
to  continue  on  the  course  of  reversal  which  we  brought  into  the 
U.S.  economy  on  the  deficit. 

Remember,  you  have  to  go  back  2  years  ago  to  what  we  con- 
fronted. We  confronted  estimates  of  deficits  in  the  order  of  $400  bil- 
lion. We  confronted  a  deficit-to-GDP  ratio  at  4.9  percent.  We  took 
those  projections  and  those  numbers  and  we  took  courses  which 
were  going  up  and  brought  them  down. 

Now,  we  have  made  a  lot  of  progress.  There  are  other  things  we 
want  to  accomplish,  so  this  is  balanced  in  terms  of  competing  objec- 
tives, and  yes,  I  do  think  it  is  a  good  budget  for  the  U.S.  economy. 

Mr.  Bass.  I  guess  this  further  question,  this  may  not  be  some- 
thing that  you  can  address  directly,  do  you  think  that  this  budget 
represents  every  last  dollar  of  spending  cuts  that  you  can  get  out 
of  either  discretionary  or  mandatory? 

Is  this  really  your  best  effort? 

Ms.  Tyson.  I  actually  think  that,  as  I  said  clearly  before,  the 
kinds  of  investment  programs  I  was  mentioning  of  course  are  in 
the  discretionary  budget. 

One  thing  that  may  not  be  well  understood  but  should  be  under- 
stood is  that  we  are  all  operating  under  a  world  of  discretionary 
caps.  Real  spending  on  the  discretionary  side  is  falling  year  after 
year  after  year  at  3  percent.  Real  discretionary  spending  as  a  share 
of  the  economy  is  at  a  30-year  low. 

On  the  issue  of  entitlements,  I  have  said  very  clearly,  no,  we 
need  to  do  more.  I  believe  we  need  to  do  more  in  the  area  of  entitle- 
ments, but  I  refuse  to  define  the  problem  as  some  abstract  entitle- 
ment problem. 

This  is  a  problem  for  the  medium  term  of  reforming  the  health 
care  system  in  such  a  way  that  one  can  gain  some  slowdown  in  the 
rate  of  growth  of  Federal  health  care  spending  without  cutting 
services  and  taking  the  cost  of  treating  sick  people  and  putting  that 
onto  the  private  sector  in  some  hidden  way. 

Mr.  Bass.  One  last  question.  Do  you  have  any  position  on  the 
concept  of  block  granting  of  welfare  programs  to  the  States? 
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Ms.  Tyson.  My  concern — I  mean,  I  don't  want  to  state  an  admin- 
istration position  here  because  there  are  discussions  going  on.  I  am 
going  to  give  you  my  concern  as  an  economist. 

My  concern  as  an  economist  is  the  following:  Welfare  programs 
play  an  important  safety  net  function  in  a  market  economy.  Market 
economies  are  by  their  nature  cyclical.  They  have  ups  and  downs. 
No  one  can  predict  when  the  next  slowdown  in  the  U.S.  economy 
will  occur,  when  the  next  recession  in  the  U.S.  economy  will  occur, 
but  one  can  predict  that  when  it  does,  more  and  more  working 
Americans  will  find  themselves  needing  some  temporary  help 
through  welfare.  More  and  more  Americans  will  find  themselves 
needing  some  temporary  help  through  food  stamps. 

If  you  have  a  block  grant  world,  you  can't  increase  those  expendi- 
tures to  offset  the  slowdown  effects  and  their  effects  on  working 
families.  That  is  why  I  am  concerned  about  them.  I  am  concerned 
because  I  think  those  kinds  of  programs  should  have  a  counter- 
cyclical ability  which  block  granting  would  take  away. 

Mr.  Bass.  Thank  you. 

Mr.  Shays.  Ms.  Roybal-Allard,  and  then  I  am  going  to  defer  my 
questions  and  you  will  be  next,  Mr.  Largent. 

Ms.  Roybal-Allard.  Welcome  Ms.  Tyson. 

I  would  like  to  get  back  to  the  income  distribution  issue.  You 
passed  out  a  chart,  which  is  Chart  1,  that  graphically  shows  the 
share  of  money  distributed  to  the  20  percent  of  the  families  in  the 
highest  income  bracket  increased  while  the  shares  to  the  remaining 
80  percent  fell  between  the  years  of  1973-1993. 

Can  you  elaborate  a  little  bit  on  how  the  administration's  budget 
plan  will  help  change  income  distribution  pattern? 

Ms.  Tyson.  Well,  look,  I  want  to  start  out  by  saying  one  thing. 
This  pattern  has  been  with  us  for  a  long  time.  That  is  a  20-year 
period.  There  are  no  simple — single  explanations. 

One  clear-cut  explanation  is  the  training,  education,  and  skills 
explanation.  Another  explanation  is  the  erosion  of  the  minimum 
wage.  Another  explanation  might  be — or  another  approach  to  help- 
ing to  solve  the  problem  is  to  try  to  give  some  tax  relief  for  those 
families  which  really  have  not,  in  the  economy,  been  able  to  earn 
any  rising  income  in  real  terms. 

So  I  would  say  what  we  are  trying  to  do  is  a  number  of  things 
at  once.  We  say,  well,  we  can  do  something  on  tax  relief,  but  we 
want  to  also  target  that  tax  relief  in  such  a  way  that  someone  who 
is  sitting  somehow  in  the  second  or  third  quintile  might  use  the 
money  to  get  their  child  in  education  to  get  them  finally  into  a  bet- 
ter earning  path  for  their  future. 

So  tax  relief  is  an  important  part.  Minimum  wage,  of  course,  isn't 
in  the  budget,  is  an  important  part  and  the  whole  host  of  edu- 
cation, training,  and  children's  programs  which  we  have  fought  for 
and  will  continue  to  fight  for  is  another  part  of  the  program. 

Ms.  Roybal-Allard.  Contrast  the  President's  budget  plan  with 
the  Contract  With  America.  How  does  that  play  into  this? 

Ms.  Tyson.  Well,  the  Contract  With  America,  I  am  not  sure  how 
to  make  the  context,  because  first  of  all,  the  Contract  With  Amer- 
ica, you  have  to  ask  the  question,  what  would  be  the  effect  on  the 
deficit? 
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One  of  the  things  we  need  to  engage  in  is  when  I  hear  Members 
of  the  Congress  talking  about  how  our  plan  doesn't  go  far  enough 
on  the  deficit,  but  then  in  the  same  meeting  or  in  another  meeting 
or  another  presentation  are  defending  the  $700  billion  of  lost  reve- 
nue from  the  contract  proposal,  I  say  to  myself,  well,  is  it  going  to 
be  more  on  the  deficit  or  more  on  tax  relief. 

The  point  is  that  to  help  the  American  economy,  what  you  want 
to  do  is  make  sure  that  there  isn't  a  tax  proposal  that  will  explode 
the  deficit.  Those  are  the  things  that  can  really  explode  the  deficit. 
A  $700  billion  tax  package  that  is  not  paid  for  can  explode  the  defi- 
cit pretty  quickly. 

But  also  the  other  thing  about  that  tax  proposal  of  course  is  that 
the  lion's  share  of  the  tax  relief  goes  to  the  top  20  percent  of  the 
income  distribution.  If  you  take  the  capital  gains  tax  relief  pro- 
posed, which  in  its  lost  revenue  effects  is  the  equivalent  of  our  en- 
tire tax  package  altogether,  50  percent  of  that  goes  to  the  top  1 
percent  of  the  income  distribution  and  75  percent  of  that  goes  to 
the  top  10  percent  of  the  income  distribution. 

I  don't  know  what  those  buzzers  are,  but  I  assume  they  have 
nothing  to  do  with  me. 

Mr.  Shays.  What  we  are  going  to  try  to  do,  excuse  me  for  inter- 
rupting. We  have  a  vote,  but  we  are  going  to  allow  you  to  keep 
going  so  we  will  have  some  of  our  members  vote  and  come  back. 

We  hope  we  can  do  that. 

Ms.  Tyson.  So  long  as  I  know  what  is  going  on,  that  is  fine. 

Ms.  Roybal-Allard.  I  have  heard  some  arguments  that  there 
are  limits  to  the  amount  of  deficit  reduction  that  the  economy  is 
capable  of  withstanding  without  hurting  economic  growth,  and  if  I 
understood  you  correctly,  you  said  that  as  we  move  toward  deficit 
reduction  and  a  balanced  budget,  that  it  should  be  balanced  in  a 
gradual  way. 

Could  you  elaborate  a  little  bit  on  what  the  dangers  are  of  mov- 
ing too  quickly  toward  a  balanced  budget? 

Ms.  Tyson.  Yes.  The  dangers  are — come  from  the  fact  that  any 
cuts  in  government  spending  or  any  increases  in  revenue,  and  I 
know  they  are  not  under  discussion,  so  let's  just  take  the  cuts  in 
government  spending. 

Cuts  in  government  spending,  their  immediate  effect  upon  the 
economy  is  contractionary.  Essentially  if  the  government  stops 
spending  on  a  defense  plant,  for  example,  jobs  are  lost.  We  saw  this 
in  southern  California  very  dramatically.  So  there  is  a  contrac- 
tionary effect. 

If  the  government  stops  supporting  people  on  welfare  or  stops 
supporting  people  on  unemployment  compensation,  they  don't  have 
the  same  income  they  used  to  have.  They  can't  buy  as  much  as 
they  used  to  buy.  That  is  a  contractionary  effect. 

Now,  what  is  supposed  to  happen  and  indeed  what  does  happen 
if  you  do  it  gradually  is  that  as  you  reduce  the  deficit,  interest 
rates,  that  does  have  a  downward  pressure  on  interest  rates  and 
interest  rates  will  make  an  adjustment  and  that  will  be  a  way  of 
stimulating  private  sector  spending. 

The  problem  is,  you  don't  want  to  go  so  dramatically  at  any  one 
point  on  contracting  the  economy  through  fiscal  policy  that  you  put 
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a  lot  of  pressure  on  interest  rates.  Interest  rates  may  or  may  not 
respond  as  you  want  them  to  respond  in  the  time  you  give  them. 

So  it  is  just  an  issue  I  would  say  of  downside  risk,  and  it  means 
that  progress  on  the  deficit  should  be  sustained  and  gradual  rather 
than  sort  of  dramatic  and  concentrated  in  time — in  a  short  period 
of  time. 

Ms.  Roybal-Allard.  Thank  you. 

Mr.  Shays.  I  took  away  from  your  time,  but  are  you 

Ms.  Roybal-Allard.  That  is  fme. 

Mr.  Shays.  Mr.  Largent. 

Mr.  Largent.  Dr.  Tyson,  thanks  for  coming. 

In  some  respects,  I  feel  like  we  are  shadow  boxing.  It  is  like 
shadow  boxing  because,  as  you  said,  and  I  think  one  of  the  most 
enlightening  things  you  said,  and  I  am  coming  to  this  realization, 
that  as  an  economist,  it  is  not  a  science;  it  is  art. 

And  like  art,  the  beauty  is  in  the  eye  of  the  beholder.  And  so, 
you  know,  some  of  us  may  like  what  you  say  and  some  of  us  may 
not  like  what  you  say,  but  the  bottom  line  is  it  doesn't  matter  be- 
cause we  can  pull  in  just  as  many  economists  that  can  say  the  op- 
posite of  what  you  say,  so  you  can't  hit  us  because  you  are  an  econ- 
omist and  everything  is  relative  and  we  can't  hit  you  because  you 
are  coming  here  with  a  proposal,  not  a  budget. 

Ms.  Tyson.  Could  I  say  one  thing? 

Mr.  Largent.  Would  you  say  that  this  represents  a  glide  path 
to  a  balanced  budget?  This  is  the  deficit,  and  you  can  see  the  lines. 

Ms.  Tyson.  I  would  do  that  relative  to  the  size  of  the  economy 
for  all  the  reasons  I  suggested. 

Mr.  Largent.  A  glide  path  is  a  word  picture  that  is  actually  used 
in  aviation  to  show  how  an  airplane  comes  down  to 

Ms.  Tyson.  There  is  a  glide  path. 

Mr.  Largent.  It  does  come  down.  I  would  just  say  if  that  is  the 
glide  path  that  the  President  proposes,  that  you  are  going  to  run 
out  of  fuel  before  you  hit  touchdown,  and  it  is  unacceptable. 

Now,  one  of  the  comments  that  you  made — I  mean,  in  your  writ- 
ten statement  is — I  mean,  either  I  am  ignorant  or  this  is  so  totally 
disingenuous,  it  is  hard  for  me  to  even  read  this,  and  then  to  hear 
your  comments  today  saying  things  like  deficit  reduction  is  the 
linchpin  of  your  strategy;  and  that  your  budget  proposal  is  an  im- 
portant contribution  to  the  living  standard  for  the  future  of  this 
country,  which  totally  runs  opposed  to  what  we  have  been  hearing 
from  everybody  else. 

And  then  to  read  the  second  paragraph  in  this  where  it  says, 
"Last  year  we  witnessed  an  economic  payoff  to  the  tough  fiscal  de- 
cisions embodied  in  the  OBRA  1993." 

Now,  Dr.  Reischauer  himself  sat  in  here  and  said  that  economic 
policy  oftentimes  will  not  be  reflected  until  many  years  later,  and 
you  are  claiming  an  economic  payoff  for  something  that  was  en- 
acted in  1993  that  occurred  in  1994,  which  to  me  is  sort  of  at  the 
height  of  hypocrisy,  in  my  opinion. 

But  the  couple  of  questions  that  I  wanted  to  ask  you,  and  again, 
this  goes  back — one  more  statement,  then  my  only  question.  I  have 
got  statistics  here,  and  we  can  have  a  dueling  battle  of  economists' 
statistics,  that  says  in  the  1980's,  you  claim,  80  percent  of  real  in- 
come went  down,  and  yet  the  statistics  that  I  have  is  the  real  aver- 
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age  income  of  U.S.  households  rose  15.2  percent.  This  is  1980  to 
1989.  Real  per  capita  disposable  income  increased  18  percent  and 
real  incomes  for  every  quintile  rose  from  1980  to  1989. 

So,  again,  you  know,  this  is  my  statistics  and  you  have  got  your 
statistics  and  they  are  both  economists'  statistics,  so  they  don't 
really  matter.  So  there,  we  have  shadow  boxed. 

My  question  is  this:  Why  not  use  the  strength  of  the  economy 
that  we  are  touting  today  to  balance  the  budget  and  pay  off  the 
debt?  Why  not  use  the  strength  of  the  economy  that  we  have  going 
right  now  to  reduce  the  deficit?  To  refuse  doesn't  make  sense  to 
me. 

Ms.  Tyson.  Well,  I  am  not  sure  I  need  to  answer  the  question 
because  you  have  already  stated  that  you  are  not  going  to  believe 
anything  I  say. 

Mr.  Largent.  Well,  you  are  right. 

Ms.  Tyson.  You  have  called  me  disingenuous,  you  have  called  me 
a  hypocrite,  and  I  think  I  really  don't  need  to  answer  the  question. 

Mr.  Shays.  I  would  like  you  to  answer  with  all  due  respect  his 
last  question  in  particular. 

Ms.  Tyson.  Was  there  all  due  respect  in  how  that  question  was 
posed?  Was  there  due  respect  in  how  the  question  was  posed? 

Mr.  Shays.  I  listened  to  his  question.  I  think  he  was  trying  to 
say  something  that  you  interpreted  slightly  differently,  but  this  is 
the  question  though.  This  is  now  a  stronger  economy  and  it  is  an 
excellent  question. 

Isn't  this  the  time  to  get  those  deficits  down  more,  I  think  is  real- 
ly the  key  to  the  question. 

Ms.  Tyson.  I  will  answer  the  question 

Mr.  Largent.  Let  me  interrupt  for  a  second.  I  do  apologize  for 
my  tone,  because  I  have  been  sitting  here  and  listening  to  you  and 
I  have  to  tell  you,  I  have  been  getting  agitated,  and  I  apologize  for 
that. 

Ms.  Tyson.  I  did  not  say  to  anyone  on  the  committee  they  were 
disingenuous  or  hypocritical.  To  the  extent  that  I  have  those  views, 
I  restrain  myself  from  making  them  in  a  public  statement  in  a 
hearing. 

Mr.  Shays.  The  gentleman  apologized,  but  his  question  was  an 
excellent  question. 

Mr.  Largent.  I  didn't  say  that  you  were  disingenuous.  I  said  ei- 
ther I  am  ignorant,  and  maybe  I  am,  or  this  is  disingenuous. 

Ms.  Tyson.  I  think  it  was  fairly  clear  what  you  were  implying, 
but  let's  go  on. 

Mr.  Shays.  No,  not  go  on.  Please  answer  his  question. 

Ms.  Tyson.  No,  no,  no.  I  said  let's  go  on.  I  will  answer  the  ques- 
tion because  you  posed  it.  I  think  that,  again,  it  is  an  answer  which 
I  have  given  a  number  of  times,  but  I  will  give  it  again. 

I  think  that  our  view  is  that  there  are  competing  things  that 
need  to  be  done  to  make  the  lives  of  working  Americans  better,  and 
they  are  not  simply  reducing  the  deficit  by  a  certain  amount  by  a 
certain  date. 

They  are  better  put  as  targeted  tax  relief,  investing  in  education 
and  training,  and  meaningful  health  care  reform,  and  we  would 
like  to  work  with  the  Congress  on  meaningful  health  care  reform 
and  that  would  be  a  way,  both  to  bring  the  deficit  down  over  time. 
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and  to  give  working  Americans  access  and  secure  access  to  health 
care. 

Mr.  Shays.  Gentleman  like  a  follow-up  question  on  that? 

Mr.  LARGE>rr.  The  only  thing  I  would  say  is,  again,  I  apologize. 
I  shouldn't  have  done  that,  and  I  am  genuinely  sorry,  but  it  is  frus- 
trating to  me  because,  in  my  opinion,  and  again,  it  is  my  opinion 
and  it  is  worth  what  you  paid  for  it,  which  is  nothing,  that  the  defi- 
cit and  the  continuing  growing  national  debt  is  a  threat,  a  genuine 
threat 

Ms.  Tyson.  I  agree. 

Mr.  Largent  [continuing].  To  my  children's  future  and  that  is 
why  I  am  here. 

Ms.  Tyson.  I  agree  with  that  and,  you  know,  I  would  have  to  say 
that  it  was  one  of  the  reasons  that  I  agreed  to  go  from  academic 
life  to  work  with  President  Clinton. 

I  had  worried  about  this  problem  all  during  the  1980's.  I  had 
watched  as  the  country  took  all  of  the  progress  on  the  debt  that 
it  had  made  since  the  end  of  World  War  II  and  unravel  it  in  one 
set  of  irresponsible  fiscal  policy  decisions. 

I  wanted  to  do  something  about  that,  and  that  is  why  I  came  to 
Washington  to  work  with  President  Clinton.  We  have  done  some- 
thing about  that.  You  should  recognize  that  we  have  done  some- 
thing about  that.  We  can  talk  about  how  much  more  should  be 
done  and  how  it  should  be  done. 

Mr.  Shays.  I  would  like  a  follow-up. 

I  am  sorry  to  interrupt  you  only  to  say  that  we  have  4  minutes 
to  run  over  there  and  vote.  Mr.  Radanovich  will  be  coming  maybe 
as  I  leave.  If  you  need  4  or  5  minutes,  if  he  gets  here,  we  can  just 
start  up  and  continue  the  hearing. 

Sorry  to  interrupt. 

Ms.  Tyson.  That  is  fine.  So  we  are  going  to  have  a  recess? 

Mr.  Shays.  We  will  be  in  recess  until  called  again. 

[Recess.] 

Mr.  Shays  [presiding].  The  hearing  is  reconvened  and  thank  you 
for  waiting. 

Mr.  Radanovich. 

Mr.  Radanovich.  Hi,  Dr.  Tyson. 

Ms.  Tyson.  Hello. 

Mr.  Radanovich.  Newly  elected  Member  from  California.  I  just 
wanted  to  comment  briefly  and  get  your  opinion  on  some  of  the 
things  that  you  were  talking  about  as  far  as  what  the  President 
views  being  the  problem  here. 

It  seemed  to  me  and  quote  me — or  correct  me  if  I  am  wrong,  but 
it  seemed  to  me  that  the  issue  with  the  President  was  that  if  he 
could  solve  the  health  care  problem,  then  everything  else  would 
kind  of  take  care  of  itself  or  that  that  at  least  is  the  first  step  to 
solving  the  problem,  and  I  think  that  that — I  would  like  to  contrast 
that  with  what  I  think  is  the  problem  and  I  think  what  I  have,  at 
least  coming  off  the  campaign  trail  in  these  recent  elections,  what 
I  heard  Americans  at  least  say  to  me,  and  I  don't  want  to  speak 
for  the  majority  here  in  Congress,  but  I  have  an  idea  that  that  is 
pretty  much  the  same  objective  that  we  are  after,  and  that  is  that 
the  big  problem  is  not  that — not  the  health  care  issue,  but 
downsizing  Federal  Government  way  beyond  even  the  issue  of  a 
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balanced  budget  amendment,  what  is  more  important,  is  using  bu- 
reaucracy to  pay  off  the  debt  and  make  up  for  the  deficit. 

And  you  know,  I  think  the  dialogue  that  we  would  like  to  hear 
from  the  President  would  be  issues  of  privatization  and  local  con- 
trol as  a  means  of  doing  that.  You  know,  I  feel  like  we  are  in  the 
same  town,  but  we  are  in  different  ballparks  here  and  until  we  get 
on  the  same  page,  we  are  not  getting  anywhere. 

And  so  I  don't  have  the  economic  background  that  you  do.  You 
are  a  very  sharp  person  and  you  have  got  the  numbers,  but  the 
basic  foundation  of  this  argument  is,  we  are  not  even  in  the  same 
ballpark  here,  and  I  think  that  I  would  really  like  to  stress  that. 

\\niat  I  would  like  to  do  is  move  beyond  the  health  care  issue, 
even  move  beyond  the  balanced  budget  amendment  and  get  to,  how 
are  we  going  to  downsize  Federal  Government  and  how — what  can 
local  agencies  do,  local  governments  do  in  place  of  what  we  do  here 
in  Washington? 

Because  quite  frankly,  this  is  very  nice  to  hear — ^we  have  con- 
cerns about  taking  care  of — Republicans  are  accused  of  wanting  tax 
breaks  for  the  rich  and  Democrats  tend  to  want  to  be  the  vanguard 
of  the  poor,  and  all  that  discussion  is  really  nice,  but  unless  it 
comes  from  the  local  level,  we  are  not  going  to  get  anywhere  with 
the  problems  that  are  in  the  country  right  now. 

And  I  would  get  beyond  health  care,  get  beyond  even  the  bal- 
anced budget  amendment  and  get  down  to  what  is  really  going  to 
solve  this  problem  and  that  is  downsizing  what  we  do  here  in 
Washington. 

That  is  my  basic  comment.  I  mean,  as  far  as  I  am  concerned,  we 
are  spinning  wheels  and  until  we  can — if  the  President  wants  to 
engage  in  some  dialogue  in  this  area,  I  would  like  to  see  that  be 
the  mission  of  his  Budget  Committee  as  well. 

Let's  get  down  and  talk  turkey,  but  we  need  to  get  in  the  same 
ballpark  first. 

Ms.  Tyson.  I  think  I  must  have  created  a  misimpression  and  I 
do  want  to  clear  it  up  in  that  case. 

The  President,  from  the  beginning,  and  he  early  on  appointed 
Vice  President  Gore  to  be  in  charge  of  efforts  of  downsizing  Federal 
Government,  of  course  we  are  paying  for  our  tax  cut  that  we  have 
proposed  by  continuing  downsizing  of  several  agencies. 

We  have  proposed  consolidations  of  271  programs  into  27,  elimi- 
nating 131  programs  altogether,  major  downsizing  of  the  Depart- 
ment of  Transportation,  Department  of  Energy,  and  HUD.  I  think 
that  we  are — very  much  would  like  to  work  with  the  Congress  on 
the  issue  of  the  correct  route  to  downsizing  the  discretionary 
spending  of  the  Federal  Government. 

The  reason  I  wanted — I  talked  about  health  care  was  simply  be- 
cause discretionary  spending,  the  kind  of  downsizing  you  are  talk- 
ing about,  is  at  this  point  only  about  17  percent,  17  percent,  of  total 
Federal  spending.  You  cannot  get  the  kind  of  deficit  path  which 
many  here  would  like  to  see  over  the  long-term  simply  by  working 
on  that  fraction  of  the  Federal  budget. 

You  have  to  go  to  other  parts  of  the  Federal  budget  and  the  part 
that  is  growing  faster  than  any  other  component  over  the  next  10 
years  is  health.  So  I  really  agree  with  you  completely  on  the 
downsizing  issue.  We  have  made  a  series  of  proposals  that  are  be- 
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fore  this  committee  and  before  this  Congress,  and  would  certainly 
like  to  cooperate  on  those  and  other  ideas  you  might  have. 

Mr.  Radanovich.  And  the  only  other  thing  I  want  to  comment 
on  is  the  fact  that  we  are  not  going  to  do  this  unless  we  make 
some — a  basic  assumption  on  human  nature,  and  I  think  the  point 
that  I  want  to  make  is  that  I  believe,  and  I  would  like  to  ask  you 
the  same  question  as  well,  that  when  people  are  given  tax  relief, 
they  are  going  to  be  more  productive  and  that  will  result  in  more 
money  in  the  Treasury,  and  it  seems  like,  and  I  am  talking — and 
I  am  speaking  to  you  as  an  economist  because  I  grew  up  with 
economists,  the  point  that  I  am  trying  to  make  is  that  economists 
won't  make  that  basic  assumption,  and  I  think  economists  won't — 
don't  have  the  guts  to  make  that  assumption  and  then  build  num- 
bers around  it  that  they  are  going  to  have  some  confidence  with 
and  go  out  and  sell. 

When  Alan  Greenspan  comes  to  us  and  he  says,  if  you  dare  do 
dynamic  budgeting,  then  Wall  Street  is  going  to  lose  all  confidence 
in  government  and  their  budgeting  ability,  and  yet  there  is  some 
significance  to  dynamic  budgeting,  and  what  I  am  trying  to  say  is 
that  economists  better  start  thinking  about  coming  up  with  some 
hard  numbers  that  are  based  on  that  premise  that  when  people  are 
given  tax  relief,  they  are  going  to  be  more  productive  and  that  is 
going  to  have  an  effect  on  the  Treasury. 

Mr.  Shays.  And  if  you  could  give  a  short  answer  to  this  because 
the  gentleman's  time  is  up  and  then  I  will  ask  Mr.  Browder. 

Ms.  Tyson.  I  would  say  two  things.  No.  1,  I  agree  in  this  case. 
I  don't  usually  express  agreement  or  disagreement  with  Alan 
Greenspan.  In  this  case,  I  have  read  his  testimony  and  I  have  writ- 
ten in  the  Wall  Street  Journal  similar  ideas,  so  I  agree  with  his 
view  that  we  don't  really  know  enough  at  this  point  to  do  dynamic 
scoring  on  the  budget. 

You  are  really,  though,  asking  a  question  which  has  two  parts. 
It  is  quite — economists  recognize — all  economists  would  agree  that 
tax  policy  creates  incentives  or  disincentives  depending  upon  what 
tax  policy  there  is.  There  is  not  a  question  about  that.  The  question 
is:  Is  the  incentive  effect  big  enough  to  actually  show  up  in  suffi- 
cient amounts  and  change  government  revenues  to  pay  for  the  tax 
cut. 

So  you  might  conclude  that  there  are  estimates  out  there  that 
say,  yes,  if  you  cut  capital  gains  tax,  you  will  get  an  effect  on  sav- 
ings and  investment.  Now,  some  of  the  numbers  are  very  small, 
suggest  a  savings  and  investment  effect  is  very  small.  Some  sug- 
gest it  is  a  little  larger.  Very  few  of  those  numbers  would  suggest 
the  effect  is  large  enough  to  actually  increase  government  reve- 
nues. So  the  incentive  effect  doesn't  tell  you  what  the  effect  on 
Treasury  receipts  are. 

Mr.  Shays.  I  am  losing  control  here  a  little  bit. 

Mr.  Browder. 

Mr.  Browder.  Thank  you,  Mr.  Chairman. 

Dr.  Tyson,  you  can  lean  back  and  have  a  drink  of  water  and 
relax  for  a  minute  because  I  am  going  to  give  you  a  wee  bit  of  un- 
expected pleasure,  a  wee  bit. 

Ms.  Tyson.  He  has  to  deliver  on  this  promise. 


132 

Mr.  Browder.  I  voted  against  the  President's  budget  last  year. 
I  didn't  want  a  disaster,  I  didn't  think  he  did  enough  on  deficit  re- 
duction. I  voted  against  it. 

I  have  already  registered  my  criticisms  of  the  budget  that  has 
been  presented  so  far  this  year  and  you  of  course  are  hearing  a  lot 
of  complaints  from  those  of  us  on  both  sides  who  are  disappointed. 
But  I  want  to  take  a  moment  to  say  that  I  really  appreciate  what 
your  administration — something  that  your  administration  did. 

The  President  had  a  plan  for  addressing  the  budget  deficit, 
among  other  problems.  I  didn't  like  the  way  he  did  it,  but  he  had 
a  plan.  He  passed  that  plan,  against — over  my  vote,  and  he 
achieved  deficit  reduction,  and  I  congratulate  your  administration 
for  doing  that. 

Many  of  us  up  here  would  like  for  him  to  go  further,  but  he  did 
something  that  I  think  is  remarkable  in  that — not  compared  to 
what  we  want  him  to  do,  but  he  did  something  that  his  prede- 
cessors had  not  come  close  to  doing  and  as  one  who  has  voted — 
voted  against  his  budget  and  is  not  pleased  with  this  one,  I  just 
wanted  to  take  this  minute  not  to  grill  you,  but  to  congratulate  the 
administration  for  doing  that. 

Thank  you. 

Ms.  Tyson.  I  thank  you. 

Mr.  Browder.  Mr.  Chairman,  I  yield  back  the  balance  of  my 
time. 

Mr.  Shays.  Thank  the  gentleman. 

Mr.  Smith,  you  have  the  floor. 

Mr.  Smith  of  Michigan.  A  couple  questions  on  what  you  think 
should  be  our  goals  as  far  as  ultimate  budget. 

Do  you  believe  that  it  is  reasonable  to  have  a  target  out  there 
someplace  where  we  do  live  within  our  means  in  terms  of  revenues 
matching  outlays? 

Ms.  Tyson,  I  do  believe  that  except  I  want  to  make  a  distinction. 
The  distinction  is  I  do  not — I  am  strongly  opposed  to  an  amend- 
ment or  any  other  constraint  that  would  require  a  year-to-year  bal- 
ance because  I  believe  that  would  make  it — it  would  require  this 
body  of  Congress,  working  with  the  administration,  in  a  downturn 
in  the  economy  to  make  the  downturn  worse. 

Mr.  Smith  of  Michigan.  But  your  answer  was  yes,  you  think 
that  we  should  target  and  try  to  reach  that  goal? 

Ms.  Tyson.  I  would  say,  as  an  economist,  I  believe  that  we 
should  be  trying  to  balance  the  budget  approximately  over  the  busi- 
ness cycle  or  balance  the  structural  budget  deficit. 

Mr.  Smith  of  Michigan.  Should  our  interest  on  our  public  debt 
be  going  up  faster  than  the  GDP? 

Ms.  Tyson.  The  interest  on  the  public  debt  is  not  going  up 

Mr.  Smith  of  Michigan.  As  a  percentage  of  GDP. 

Ms.  Tyson.  It  is  not  going  up  faster.  We  have  stabilized  that. 
That  has  changed.  The  interest 

Mr.  Smith  of  Michigan.  Whoopj,  now  wait  a  minute. 

Ms.  Tyson.  Interest  as  it  relates  to  GDP  is  not  rising,  interest 
payments  by  the  Federal  Government. 

Mr.  Smith  of  Michigan.  Maybe  I  need  to  revisit  that.  It  ap- 
peared to  me  that  it  was  going  up  as  a  percentage  of  GDP.  It  is 
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by  far  the  fastest  growing — it  is  the  only  growth  industry  in  the 
budget. 

Mr.  Shays.  Would  the  gentleman  yield  a  second?  Our  question 
I  think  relates  to  the  fact  that  we  are  paying  higher — we  are  pay- 
ing— ^your  estimates  before  were  that  we  wouldn't  be  paying  as 
much  in  interest  that  we  are  having  to  pay  now,  about  $235  billion 
this  year  alone  in  interest  on  the  national  debt. 

Is  that  what  the  gentleman  is  referring  to? 

Mr.  Smith  of  Michigan.  That  is  part  of  it,  but  also  I  am  refer- 
ring to  the  projected  interest  on  the  debt  by  the  year  2000  and  two 
things  are  compounding  the  problem. 

One  is  in  1993,  there  was  a  claim  from  the  White  House  that  the 
new  economic  recovery  package  was  the  cause  of  interest  reduc- 
tions, and  now  I  don't  know  exactly  what  we  say  is  the  cause  of 
increased  interest  rates,  but  I  do  hope  we  both  agree  that  the  cre- 
ative creativity  in  getting  rid  of  some  of  our  long-term  notes  and 
transferring  them  to  short-term  notes  at  a  time  when  the  interest 
rate  was  low  was  the  wrong  decision,  at  least  as  we  look  back  on 
it,  inasmuch  as  our  short-term  interest  rates  are  now  creating  what 
to  me  is  an  overwhelming  vulnerability  of  those  higher  growing  in- 
terest rates. 

Ms.  Tyson.  OK,  I  guess  what  I  would  say  about 

Mr.  Smith  of  Michigan.  I  know.  I  just  thought 

Ms.  Tyson.  You  said  many  things  that  were  correct. 

Mr.  Smith  of  Michigan.  I  just  thought  where  our  differences  are 
on  increasing  as  a  percentage  of  GDP.  I  am  talking  about  interest 
on  the  gross  national  debt,  including  the  interest  we  owe  the  Social 
Security  Trust  Fund,  and  including  the  interest  that  we  owe  the 
Highway  Trust  Fund  and  everything  else,  and  apparently  you  are 
talking  about  just  the  private  interest — the  private  debt,  interest 
on  the  private  debt. 

Ms.  Tyson.  I  am  actually  talking  about  what  is  referred  to  as  a 
net  interest  when  you  take  into  account  interest  on  all — ^you  sort 
of  look  through  all  the  programs,  look  at  the  interest  costs,  look  at 
interest  payments  being  made  to  the  Federal  Government  and  you 
get  a  net  number,  and  the  net  number,  after  the  interest  payments 
coming  out  and  interest  payments  going  in,  in  1995,  the  estimate 
is  that  net  interest  will  be  3.3  percent  of  GDP.  In  2000,  it  will  be 
3.4.  So  it  is  not  that  there  is  no  change,  but  that  is  the  change. 

Mr.  Smith  of  Michigan.  But  still  we  are  talking  about,  in  the 
same  parameters,  we  are  talking  about,  do  you  agree  that  the  in- 
terest rate  in  this  budget,  the  interest  on  the  gross  national  debt, 
if— assuming  that  we  are  going  to  pay  the  interest  on  what  we  are 
borrowing  from  the  Social  Security  Trust  Fund  and  other  trust 
funds  of  government,  is  going  to  be  $339  billion  in  1  year,  which 
represents  25  percent  of  all — I  got  it  out  of  one  of  your  budget 
books.  So  check  that  out  with  your  staff. 

Ms.  Tyson.  I  can  check  the  number  for  you.  That  is — I  think 

Mr.  Smith  of  Michigan.  But  we  have  got  to  assume  that  we  are 
going  to  pay  the  interest  on  the  Social  Security  Trust  Fund. 

Ms.  Tyson.  We  will  pay — the  U.S.  Government  will  pay  whatever 
interest  it  owes.  That  is  certainly  the  case  and  it  will  pay  the  inter- 
est it  owes  on  whatever  account  it  owes  it  from.  The  issue  is,  is 
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that  burden  of  interest  payment  compared  to  either  what  the  gov- 
ernment is  spending  totally  or  the  size  of  the  economy  growing. 

If  you  look  at 

Mr.  Smith  of  Michigan.  The  point  is,  does  it  make  us  very  vul- 
nerable to  swings  in  the  interest  rate. 

Thank  you. 

Ms.  Tyson.  Yes.  The  truth  is  that  if  you  inherit  a  debt-to-GDP 
ratio  of  around  51  percent,  which  our  administration  did,  that 
change  in  interest  rates  do  affect  the  government  budget.  No  doubt 
about  it. 

That  is  one  of  the  reasons  why  a  world  of  a  balanced  budget 
amendment  would  be  a  very  tough  world  to  live  in  because  if  inter- 
est rates  rise  because  the  Fed  takes  an  action  or  because  global 
events  push  interest  rates  up,  the  deficit  will  automatically  get 
worse  and  you  will  have  to  come  in 

Mr.  Shays.  The  gentleman's  time  is  expired. 

Mr.  Smith  of  Michigan.  If  we  pay  the  debt  down  a  little  bit, 
then  it  won't  make  us  so  vulnerable. 

Ms.  Tyson.  We  will  stabilize  the  debt. 

Mr.  Shays.  The  gentleman  can  stay  around.  We  can  do  another 
5  minutes  afterwards. 

Mr.  Pomeroy,  before  I  recognize  you,  I  would  like  to  put  on  the 
record,  because  I  am  a  little  confused  with  the  comments  that  were 
made  about  the  percent  of  GNP  and  so  on.  In  the  President's  budg- 
et book  on  page  173,  the  interest  on  the  national  debt  actually  was 
$203  billion  and  estimated  6  years  later,  by  the  year  2000,  it  will 
be  $309  billion. 

Ms.  Tyson.  So  that  is  the  $309  billion.  That  is  fine. 

Mr.  Shays.  So  the  gentleman  is  definitely  correct.  You  clearly 
have  to  be  concerned  about  it,  like  we  are. 

Ms.  Tyson.  We  are  concerned  about  it.  What  I  was  trying  to  do 
again  was  put  that  in  the  context  of  overall  government  spending. 
It  is  only  rising — I  did  these  numbers  myself.  I  think  the 

Mr.  Shays.  It  was  just — the  concern  I  had  was  that 

Ms.  Tyson.  Yes,  but  again,  let  me  say  that  we  are  all  grappling 
in  our  own  way  with  the  legacy  of  something  that  we  inherited. 

Mr.  Shays.  Doctor,  I  just  wanted  to  put  it  on  the  record,  and  you 
can  comment  on  it,  but  just  so  that  we  have  it  on  the  record,  the 
facts  as  you  have  presented  them  as  well. 

Mr.  Pomeroy,  you  have  the  floor. 

Mr.  Pomeroy.  Thank  you,  Mr.  Chairman. 

Dr.  Tyson,  welcome.  I  have  enjoyed  the  discussion  this  afternoon 
very  much.  I  found  it  very  interesting,  and  frankly,  listening  to  al- 
ternative views  of  whether  a  stabilized  deficit  at  about  $200  billion 
or  a  balanced  glide  path  toward  a  balanced  budget  is  more  persua- 
sive, I  would  have  to  say  I  tend  to  think  that  what  my  friends  on 
the  other  side  here  are  saying  about  gliding  toward  a  balanced 
budget  makes  more  sense  to  me. 

The  only  thing  is,  I  do  recall  that  these  people  who  are  without 
question  sincere  and  speaking  sincerely  about  the  balanced  budget 
have  signed  a  contract  that  commits  them  to  financing  a  $200  bil- 
lion tax  break,  and  that  is  before  they  get  on  this  glide  path,  and 
that  glide  path  has  got  to  be  steep  enough  to  get  them  to  a  bal- 
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anced  budget  at  2002,  and  for  the  life  of  me,  I  can't  figure  out  how 
they  are  going  to  do  that. 

Do  you — I  mean,  as  you  looked  at  this  budget,  constructed  this 
budget,  do  you  see  any  conceivable  way  to  hit  a  $200  billion  tax  re- 
lief figure  and  hit  a  balanced  budget  by  2002  without  decimating 
programs  that  are  really  important  to  people? 

Ms.  Tyson.  Well,  we  have  done  some  calculations  and  our  cal- 
culations, looking  at  programs  in  place,  programs  that  have  been 
put  off  the  table,  such  as  Social  Security,  interest  payments  which 
you  can't  put — you  can't  leave  on  the  table  because  we  are  not 
going  to  not  pay  interest,  defense,  which  is  slated  in  this  proposal 
for  an  increase,  when  you  put  all  of  that  together  with  the  tax  cut 
and  the  desire  to  balance  the  budget,  our  estimates  were  some- 
where in  the  order  of  $1.2  trillion  of  spending  cuts. 

That  would  require  by  our  view  about  30  percent  cuts  in  the  pro- 
grams that  are  left  on  the  table,  but  then  once  you  start  taking  cer- 
tain of  those  off  the  table,  you  end  up  with  40-,  50-percent  cuts  in 
the  remaining. 

Look,  the  truth  is  that  we  cut  in  this  budget  $144  billion.  In  our 
first  budget,  we  cut  about  $250  billion.  In  addition,  we  paid  for  a 
tax  cut  of  $63  billion.  Our  view  is  that  the  challenge  here  frankly 
is  to  come  up  with  a — to  be  credible  against  our  standard. 

You  have  to  come  up  with  deficit  reduction  of  at  least  $505  bil- 
lion, add  another  $81  billion  to  that,  and  then  find  out  a  way  to 
pay  for  these  tax  cut  proposals  and  you  are  up  to  $1  trillion  plus, 
and  that  is  going  to  be  very  hard  to  do.  I  don't  see  how  it  can  be 
done. 

Mr.  POMEROY.  I  don't  want  to  let  the  opportunity  pass  without 
noting  that  there  are  some  casualties  in  your  budget  that  I  take 
strong  exception  to,  terribly  unwise  policy,  the  elimination  of  the 
funding  for  the  Corps  of  Engineers  to  deal  with  flood  control,  slash- 
ing, in  fact  eliminating  the  essential  air  service  subsidies  to  rural 
airports,  selling  these  power  generating  facilities  that  are  going  to 
potentially  triple  rates  for  most  of — a  good  deal  of  North  Dakota 
electricity  consumers. 

It  is  not  as  though  the  President's  budget  doesn't  invoke  heart- 
bum.  It  invokes  for  me  an  awful  lot  of  heartburn,  and  if  indeed 
they  are  going  to  come  up  with  the  cuts  and  our  chairman  has  a 
long  record  of  being  sincere  about  those  budget  cuts  of  which  he 
speaks,  it  will  be  very  interesting  to  see  what  all  this  looks  like. 

Ms.  Tyson.  Well,  I  think  it  is  also  very  important  in  doing  this 
to  assess  the  cuts  themselves  in  terms  of  their  economic  effects.  We 
tried  to,  in  our  budget,  ask  ourselves  how  could  we  restructure  the 
government  and  downsize  the  government  in  ways  which  would 
take  out  programs  that  really  no  longer  served  the  economic  func- 
tion they  once  served,  and  maybe  shift  some  funds  to  programs 
that  were  more  important  while  cutting  overall  spending. 

That  is  the  kind  of  approach  that  anybody  who  is  going  to  engage 
in  serious  deficit  reduction  has  to  follow.  They  have  to  ask  them- 
selves, is  this  the  right  program  to  cut?  What  are  the  economic 
costs  and  benefits  of  cutting  this  program?  It  is  a  very  hard  task, 
and  we  actually  believe,  again,  let  me  just  emphasize,  my  sense  is 
we  even  made  a  balanced  package  in  terms  of  priorities  for  the 
economy. 
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Mr.  POMEROY.  I  have  just  a  final  quick  question,  relates  to  eco- 
nomic history.  There  was  an  economist  at  the  table  this  morning 
that  said  the  depression  happened  because  of  the  interventionist 
policies  of  Herbert  Hoover,  held  up  wages  to  an  extent  that  ulti- 
mately created  this  economic  calamity. 

Are  you  familiar  with  recognized  economic  history  that  holds  to 
that  view? 

Ms.  Tyson.  I  know  of  very  little  economic  history  that  holds  to 
that  view.  Now,  I  should  say  because  we  had  a  discussion  about 
this  before,  economists  do  disagree,  but  the  range  of  disagreement 
is  not  as  large  as  one  of  the  earlier  debates  suggested. 

Usually  on  an  economic  question,  you  can  find  sort  of  the  consen- 
sus view  or  the  mainstream  view  or  the  place  where  the  weight  of 
the  economic  evidence  lies  and,  frankly,  that  view  of  the  depression 
is  not  the  mainstream  conventional  consensus  view. 

Mr.  POMEROY.  Thank  you. 

Mr.  Shays.  Thank  you. 

The  gentleman  from  Ohio,  Mr.  Hobson. 

Mr.  Hobson.  A  couple  of  things  I  would  like  to  say  and  have  you 
comment  on  later.  I  would  like  you  to  read  the  Plain  Dealer  article 
sometime  that  we  have.  It  is  not  a  Republican  newspaper,  kind  of 
interesting,  their  reflections  upon  an  opportunity  that  might  have 
been  passed  by  the  administration. 

I  asked  Dr.  Reischauer  and  I  asked  Dr.  Rivlin  a  question  when 
they  were  here — and  I  am  sorry  I  was  waiting  for  this  vote,  that 
is  why  I  wasn't  back — I  don't  disagree  with  you  about  the  fact  that 
we  want  to  spend  $2  trillion  through  the  year  2002,  and  you  all  ap- 
pear to  want  to  spend  $3  trillion. 

But  we  want  to  make  some  changes  to  get  there  and  one  of  them 
is  going  to  happen  one  way  or  the  other.  We  are  going  to — I  asked 
Dr.  Reischauer  about  Medicaid  and  Medicare — we  are  going  to 
break  the  trust  fund.  He  said,  yes,  and  you  better  do  something 
about  it. 

Do  you  agree  with  that?  And  I  think  Dr.  Rivlin  said  the  same 
thing.  Do  you  agree  with  that? 

Ms.  Tyson.  Yes.  Those  projections  are  well-known. 

Mr.  Hobson.  I  know  the  questions  are  well-known,  but  have  you 
presented  a  proposal? 

Ms.  Tyson.  No.  We  presented  an  extensive  health  care  reform 
proposal  last  year  and  I  think,  as  Dr.  Rivlin  must  have  said  to  you 
on  Tuesday  or  Wednesday,  our  decision  this  year  was  rather  than 
make  a  proposal,  we  would  say  clearly,  we  stand  ready  to  cooperate 
on  the  issue  of  health  care  reform  and,  yes,  as  a  society,  we  better 
address  that  issue,  yes. 

Mr.  Hobson.  OK,  I  am  not  going  to — what  about  Medicaid? 

Ms.  Tyson.  Health  care  reform  encompasses  all  health  care 
spending.  It  is  not  just  Medicare  or  Medicaid,  but  those  are  the  two 
most  important  components. 

Mr.  Hobson.  And  you  feel  that  the  proposal  that  was  discredited 
by  the  public  was  the  answer  that  would  have  gotten  us  down  to 
the  figures  that  are  necessary  to  accomplish  the  goals? 

Ms.  Tyson.  That  was  one  proposal.  I  think  we  have  made  it 
clear,  the  President  made  it  clear  in  his  State  of  the  Union  speech, 
we  were  not  going  to  come  forward  with  that  proposal.  There  are 
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ways  to  start  many  of  the  proposals  that  were  on  the  table  at  the 
end  of  the  last  year — had  common  elements  in  them. 

They  had  found  places  to  work  on  the  Medicare  and  Medicaid 
programs.  They  had  found  places  to  work  on  insurance  reform. 
They  had  found  places  to  work  on  coverage  for  children  and  other 
issues,  and  there  is  a  lot  on  the  table  already  that  we  could  build 
from  in  a  cooperative  spirit. 

Mr.  HoBSON.  Let's  talk  about  a  cooperative  spirit,  because  I 
think  that  is  what  we  are  missing.  The  President  gave  a  speech 
that  most  of  us  all  applauded,  and  we  want  to  work  in  the  coopera- 
tive spirit.  But  then  we  get  a  budget  that,  in  my  opinion,  does  not 
live  up  to  what  he  said. 

Many  of  us  are  trying  to  work  on  health  care  and  try  to  work 
with  the  White  House  directly,  but  were  rebuffed  and  walked  away 
from — literally — by  the  White  House  and  by  people  within  the 
White  House  who  frankly  I  respected,  but  we  were  cut  off. 

We  tried  to  talk,  and  I  will  tell  you,  it  is  very  frustrating.  I  didn't 
have  a  reputation  of  being  a  partisan  person  when  I  came  here,  but 
I  will  tell  you,  it  is  very  difficult  when  you  reach  out  and  you  try 
to  work  with  people  and  you  are  rebuffed.  And  then  you  keep  read- 
ing the  rhetoric  about  everybody  wanting  to  work  together  on 
something.  It  is  very  difficult  to  keep  one's  sense  of  equilibrium  on 
that. 

You  know,  I  wrote  a  number  of  pieces  of  health  care  legislation 
when  I  was  in  the  State  of  Ohio.  I  think  I  know  a  little  bit  about 
Medicaid  and  a  little  bit  about  health  care,  even  though  I  am  on 
the  committee  here.  It  is  very  frustrating  to  be  cut  off,  frankly,  and 
I  think  there  is  still  good  will  here  to  work  together,  not  only  on 
the  budget  areas,  but  in  the  health  care  area  and  other  areas,  but 
we  have  got  to  get  those  lines  going  and  get  them  out  of  partisan 
politics. 

I  would  like  to  suggest  one  other  thing.  I  suggested  this  in  the 
Armed  Services  Committee.  We  all  need  to  go  to  some  focus  groups. 
I  didn't  believe  in  focus  groups  until  I  started  going  to  them.  I 
think  inside  the  beltway,  for  people  here,  they  are  very  helpful, 
both  here  and  out  there.  I  invited  Dr.  Rivlin  to  go  to  Billings  with 
us  to  see  those  people. 

You  know,  I  would  say  to  you,  I  know  you  have  a  very  busy 
schedule,  you  probably  don't  want  to  do  that,  but  those  kinds  of 
things  have  been  very  meaningful  to  those  of  us  to  get  out  into  the 
real  world,  and  I  hope  that  you  can  do  that  because  you  have  got 
a  tough  job. 

Thank  you. 

Mr.  Shays.  Mr.  Hoke,  you  have  the  floor  for  5  minutes. 

Mr.  Hoke.  Thank  you,  Mr.  Chairman. 

I  would  second  that — the  thought  of  Mr.  Hobson.  We  are  going 
to  be  in  New  Jersey  on  Saturday  afternoon  at  1:00,  and  I  am 
sure — I  don't  speak  for  the  chairman,  but  I  will  since  he  is  also  an 
Ohioan,  and  I  will  just  take  the  privilege  of  inviting  you  to  join  us. 

I  expect  there  will  be  somewhere  between  500  and  1,000  people 
and  listen  to  what  they  say.  I  mean,  what  they  are  looking  for  from 
the  White  House,  from  the  Congress,  from  all  the  people  that  they 
look  to  for  leadership  is  an  example  to  be  set,  and  I  mean,  I  know 
that — I  am  sure  you  get  all  kinds  of  polling  information  and  all 
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this,  but  I  think  it  might  give  you  and  the  President  a  little  more 
courage  to  realize  just  how  serious  people  are  about  this.  They  are 
willing  to  do  the  tough  things.  You  know,  there  is  something  that 
happened  earlier. 

Dick  Armey,  our  majority  leader,  said  that  you  can't  imagine  how 
the  knees  of  Congress  will  buckle,  you  remember  there  was  a  big 
furor  over  there  and  people  said,  oh,  my  goodness,  he  is  talking 
about  these  huge  cuts.  He  wasn't  talking  about  the  American  pub- 
lic. He  didn't  say  the  people's  knees  would  buckle.  He  said  Con- 
gress' would,  and  what  we  need,  and  frankly  I  think  what  the  ad- 
ministration needs  is  the  courage  that  comes  from  seeing  that  the 
American  people  are  more  than  willing  to  do  what  is  necessary  to 
bring  our  fiscal  house  in  order. 

They  are  willing  to  make  whatever  changes  are  necessary  to  be 
made  as  far  as  the  government  goes,  and  the  truth  is,  that  they 
are  not — these  are  not  dramatic,  draconian,  radical  kinds  of 
changes.  But  let  me  focus — I  don't  want  to — ^frankly,  I  don't  envy 
your  task  coming  up  here.  I  thought  about  this  with  Dr.  Rivlin  the 
other  day. 

First  of  all,  I  think  it  is  tough  to  be  trjdng  to  defend  what  is  in 
my  view  at  least  indefensible,  and  secondly  to  try  to  put  the  best 
face  on  this  thing  where — ^with  a  claim  that  there  is  more  deficit 
reduction.  I  think  that  is  just  an  incredibly  difficult  task  for  you. 

Do  you  think  it  is  important  to  balance  the  budget?  Does  the  ad- 
ministration think  that  it  is  important  to  balance  the  budget? 

Ms.  Tyson.  I  have  heard  that  question  many  times  in  the  past 
week. 

Let  me  start  by  saying,  since  you  weren't  here  before,  I  don't  find 
it  difficult  to  defend  this  budget.  I  don't  view  it  as  a  political  docu- 
ment. I  view  it  as  an  economic  document,  and  I  view  it  as  a  sound 
economic  document,  and  I  wouldn't  mind  going  to  a  focus  group 
and  explaining  why. 

I  think  that  the  American  people  are  right  to  be  concerned  about 
the  deficit.  They  need  to  understand  the  extent  to  which  progress 
has  been  made.  They  need  to  understand  that  so  far  this  is  the 
only  alternative  before  them,  the  only  other  alternative  they  have 
before  them  right  now  is  a  $700  billion  tax  relief  proposal  un- 
funded. So  I  think  that  I  would  be  happy  to  do  that. 

What  I  said  before,  and  I  will  say  again,  is  that  we  inherited  a 
fiscal  mess.  We  have  made  substantial  progress  on  improving  that. 
I  have  always  said  from  the  beginning  when  I  first  joined  the  ad- 
ministration that  the  important  way  to  look  at  the  deficit  is  rel- 
ative to  the  size  of  the  economy. 

When  a  household  borrows  money  or  a  business  borrows  money, 
how  much  they  borrow  depends  on  how  big  they  are.  We  do  have 
a  glide  path  for  this  deficit.  It  is  coming  down  relative  to  the  size 
of  the  economy  and  it  is  coming  down  in  ways  which  no  one 
thought  was  possible  2  years  ago. 

Now,  is  that  enough?  No,  it  is  not  enough.  We  should  do  more, 
but  again  what  I  would  say  to  this  focus  group  is  if  you  look  inside 
this  budget,  what  you  will  see  is  not  a  problem  of  foreign  aid,  it 
is  not  a  problem  of  welfare  spending  being  a  major  driver  of  the 
budget. 
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We  should  do  welfare  reform  but  not  because  it  is  a  major  driver 
of  the  budget.  The  major  driver  of  Federal  spending  right  now  is 
health  care  spending,  and  I  think  people  should  know  that,  and 
then  think  about  what  is  the  appropriate  thing  to  do  about  that 
particular  problem,  and  that  is  how  I  would  talk  to  the  focus  group 
and  that  is  why  I  feel  fine  about  defending  this  budget  because  I 
think  it  is  the  right  budget  for  right  now. 

Mr.  Hoke.  It  doesn't  make  any  suggestions — it  doesn't  offer  any 
kind  of  concrete  plans  for  what — to  reduce  the  amount  of  the  budg- 
et that  is  going  into  Medicare  and  Medicaid. 

It  clearly  keeps  it  a  flat  $200  billion  deficit.  Probably  the  most 
compelling  reflection  of  the  rise  in  the  total  debt  is  reflected  in  the 
fact  that  we  go  from  a  $204  billion  interest  expense  in  1994  to  a 
$308  billion  interest  expense  in  year  2000.  I  mean,  that  is  a  50-per- 
cent increase  in  paying  interest.  That  is  money  that  is  gone. 

Ms.  Tyson.  But  what  I  would  also  point  out  to  people,  I  think 
they  would  be  surprised  to  find  this  out  is  the  Clinton  administra- 
tion is  the  first  administration  since  the  1960's  to  essentially  spend 
less  on  its  own  programs  than  the  tax  revenues  it  brings  in. 

Essentially  we  are  dealing  with  an  interest  problem  that  mainly 
got  built  up  in  the  last  decade,  and  this  administration  is  trying 
to  make  some  progress  on  doing  that,  but  we  are  tr3dng  to  do  it 
in  a  sensible  and  gradual  way. 

Mr.  Hoke.  I  appreciate  your  sincerity  and  I  am  not  going  to  at- 
tack that,  but  I  will  tell  you  this,  that  it  seems  to  me — I  see  the 
red  light — and  I  am  not  on  my  own  here. 

Every  editorial  page  in  the  country,  including  my  own  Plain 
Dealer  from  Cleveland,  I  can  assure  you  this  is  not  a  bastion  either 
of  Clinton-bashing  or  right-wing  rhetoric.  These  are  your  friends, 
and  people — everyone  is  saying,  look,  you  are  going  through  the 
motions.  It  is  a  political  document.  It  is  treading  water.  It  is  not 
serious,  maybe  it  should  be  that  way  because  after  all  it  is  probably 
not  going  anywhere,  but  thank  you. 

Mr.  Shays.  I  am  going  to  exercise  my  right  to  ask  questions  be- 
cause I  passed  and  there  may  be  some  members  that  want  to  go 
around  a  second  time.  I  know  Marty  Sabo  would  like  to,  do  you, 
in  this  case,  want  to  go?  So  we  probably  have  about  15  more  min- 
utes. I  think  we  have  about  15  more  minutes. 

Ms.  Tyson.  OK,  that  is  fine. 

Mr.  Shays.  I  would  like  to  just  tell  you  a  bit  of  my  concern  and 
then  ask  you  some  specific  suggestions. 

I  am  concerned  the  interest  rate  does  go  from  $203 — interest 
payments  to  $309.  I  mean,  I  have  seen  a  50-percent  increase  and 
I  know  that  some  of  it  was  that  we  bought  short-term  debt  and 
that  was  probably  one  of  the  mistakes  that  was  made. 

I  mean,  there  were  some  things  in  the  budget  that  weren't  mis- 
takes. That  was  probably  one  of  them.  But  I  am  concerned  when 
I  look  in  the  President's  budget  document,  the  gross  debt  in  1994 
is  $4.6  trillion  and  the  President  anticipates  paying  $6.6  trillion,  so 
I  am  seeing  a  $2  trillion  increase  if  we  go  along  with  the  Presi- 
dent's plan. 

So  I  had  this  sense  that  the  President,  and  you  would  not  want 
us  to  pass  the  President's  budget,  that  you  hope  that  we  can  work 
together  to  come  up  with  some  other  suggestions,  so  what  I  would 
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like  to  do  is  ask  you  what  specifically — help  us  to  make  suggestions 
on  how  we  should  reduce  the  growth  of  Medicare  and  Medicaid. 

Why  don't  we  start  with  Medicare.  How  should  we  reduce  the 
growth  of  Medicare? 

Ms.  Tyson.  First  of  all,  I  want  to  say  that  I  don't  agree  with  the 
premise  of  the  question.  I  think  that  I  would  like  to  see  our  budget 
passed  and  in  fact  I  think  it  is  quite  likely  that  much  of  it  will  be 
passed  because  in  fact  it  is  the  only  alternative,  and  having  gone 
through  the  numbers  very  carefully  over  the  past  3  years,  as  Mr. 
Pomeroy  suggests,  there  are  some  very,  very  difficult  choices  in  this 
budget  alone. 

We  have  not  paid  any  attention  to  what  is  happening  to  the  De- 
partment of  Transportation  or  HUD  or  the  Department  of  Energy 
or  the  ICC  or  numerous  programs  which  will  be  debated  actively 
before 

Mr.  Shays.  Why  is  it  the  only  alternative?  I  don't  understand. 

Ms.  Tyson.  There  isn't  any  other  one  so  far,  is  there?  Maybe 
there  will  be.  Then  we  will  debate  its  merits. 

Mr.  Shays.  It  would  be  disingenuous  of  me  to  say  to  the  Presi- 
dent in  December,  you  haven't  come  up  with  your  budget.  The 
President  was  required  to  come  up  with  a  budget  in  February. 

I  think  that  it  is  a  status  quo  budget.  I  think  there  is  no  heavy 
lifting.  Now  it  is  up  to  us  and  in  April,  if  we  don't  come  up  with 
that  budget,  then  you  have  every  right.  We  are  going  to  come  up 
with  a  budget.  It  may  be  a  good  one  or  a  bad  one  depending  on 
how  well  we  can  work  together. 

I  am  looking  at  a  chart  that  I  think  was  put  on  your  desk  and 
just  the  basic  pie  that  says  to  me  the  dark  blue  is  50  percent  of 
this  budget  are  entitlements.  Then  I  look  at  the  yellowish  and  two- 
thirds  of  our  budget  is  on  automatic  pilot  and  the  various  pink 
tones  are  discretionary  spending. 

When  I  look  at  this  bar  chart,  the  fastest  growing  expenditures 
are  the  growth  of  teen  entitlements.  They  are  all  in  blue.  They  all 
go  by — ^you  have  9  percent,  so  our  numbers  slightly  differ  in  terms 
of  the  growth,  but  you  say  that  Medicare  has  gone  up  9.6,  9.1,  is 
Medicaid  and  other  entitlements,  6.1. 

The  bottom  line  is  that  there  is  no  real  suggestion  of  how  we 
should  control  the  growth  of  these  items  in  the  budget,  but  you  do 
a  good  job,  I  think,  of  trying  to  control  the  discretionary  money.  I 
mean,  it  hardly  goes  up  at  all.  That  is  where  you  succeeded.  That 
is  where  Congress  has  succeeded,  but  our  big  problem  is  not  with 
33  percent  of  the  budget;  it  is  with  50  percent  of  the  budget. 

So  it  is  a  fair  question  to  ask  you,  where  would  you  control  the 
growth  of  Medicare  and  Medicare?  Give  us  some  suggestions  that 
we  can  take  and  consider. 

Ms.  Tyson.  Our  proposal  this  time  around,  having  done  that 
once  before  with  little  success  is,  as  Alice  Rivlin  has  said  clearly, 
we  made  a  decision  here  that  we  stand  ready  to  work  with  you 
with  your  proposals.  We  have  proposals  on  the  table  from  last  year, 
we  have  proposals  on  the  table  from  our  health  care  reform  effort. 

Mr.  Shays.  My  problem  with  that  is  I  think  the  President  came 
in  with  a  sincere  attempt  of  universal  health  care,  but  he  suggested 
that — it  is  hard  to  talk  when  I  have  someone  talking  in  my  ear.  He 
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suggested  that  the  package  would  reduce  spending  a  certain 
amount. 

In  fact,  CBO  said  instead  of  cutting  $50  billion,  it  was  going  to 
go  up  $70  billion,  so  we  had  a  difference  of  $20  billion.  There  was 
nothing  you  proposed  that  was  going  to  cut  the  growth  of  Medicare 
and  Medicaid,  so  you  haven't  put  anything  on  the  table  there. 
What  do  you  suggest  for  Medicaid  and  Medicare  that  we  should 
take  to  the  table  as  items 

Ms.  Tyson.  Our  budget  is  what  it  is.  We  are  discussing  our  budg- 
et proposal  right  now.  If  you  don't 

Mr.  Shays.  Which  has  nothing  in  it. 

Ms.  Tyson.  We  have  said  that  up  front.  We  did  not  include 
health  care  reform.  We  think  we  should  work  with  you  on  health 
care  reform. 

Mr.  Shays.  What  were  the  items  in  last  year's  budget  that  would 
cut  Medicare? 

Ms.  Tyson.  I  can  get  you  a  list  of  what  was  in  last  year's  budget. 
I  would  not  recommend  any  cuts  in  any  of  these  programs  in  the 
absence  of  meaningful  health  care  reform  because,  as  I  said  earlier 
and  clearly,  if  you  simply  try  to  arbitrarily  restrain  these  programs 
by  capping  them  at  some  rate  which  is  very  unrealistic  with  where 
they  are  going  and  the  growth  of  beneficiaries  and  the  growth  of 
health  care  costs,  you  will  end  up  with  real  cuts  in  services,  and 
you  will  end  up  with  shifting  the  cost  of  those  services  on  to  the 
private  sector  or  State  and  local  governments,  that  is  what  you  will 
end  up  with.  So  we  would  not  endorse  any  particular  measure  in 
the  absence  of  a  meaningful  health  care  reform. 

Mr.  Shays.  My  time  is  up  for  this  round.  We  just  have  four  Mem- 
bers. The  gentleman,  Mr.  Sabo,  has  the  floor  for  5  minutes. 

Mr.  Sabo.  I  have  some  questions,  but  first  an  observation. 

I  have  been  to  two  of  the  field  hearings,  and  the  folks  who  have 
testified  have  been  overwhelmingly  against  the  basic  assumptions 
of  the  contract,  which  is  the  priority  of  the  new  majority  for  the 
first  100  days.  They  do  not  think  the  top  priorities  should  be  a 
$700  billion  tax  cut  to  be  enacted  in  the  next  month  or  two,  $700 
billion,  that  it  costs  over  10  years,  $200  billion  the  first  5  years, 
then  it  doubles  in  cost  the  second  5  years. 

I  also  have  to  say  I  listened  to  all  of  this  discussion  that  says 
that  we  have  done  a  good  job  in  discretionary  and  the  problem  is 
entitlements.  I  notice  Mr.  Shuster  telling  us  the  other  day  the 
problem  with  the  President's  budget  is  he  is  not  spending  enough 
on  transportation.  We  just  passed  line-item  veto  that  supposedly  is 
a  panacea  for  something. 

The  only  thing  it  applies  to  is  discretionary  spending — it  does  not 
apply  to  contract  authority,  does  not  apply  to  either  existing,  ex- 
panded or  new  entitlement  authority,  and  so  if  that  was  some  great 
big  panacea,  the  only  thing  it  applies  to  is  the  portion  of  the  budget 
that  has  been  under  control.  With  my  apologies  to  the  President 
who  supports  it,  all  it  is  is  fundamentally  a  transfer  of  power  from 
Congress  to  the  President,  which  in  my  judgment  in  the  long  term 
would  probably  just  give  Presidents  leverage  to  increase  spending 
where  they  want  it  versus  where  Congress  wants  it  because  histori- 
cally Congress  has  appropriated  less  than  Presidents  have  asked 
for. 
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Mr.  Shays.  You  need  to  catch  a  breath  here. 

Mr.  Sabo.  I  want  to  ask  a  question.  I  happen  to  think  we  should 
move  to  a  balanced  budget,  but  I  also  think  a  balanced  budget  con- 
stitutional amendment  is  a  serious  mistake  and  there  is  a  real  dis- 
tinction between  them  and  that  rarely  occurs  in  our  discussion.  Let 
me  ask  a  question  as  it  relates  to  debt  financing. 

I  happen  to  agree  that  historically  using  a  significant  amount  of 
short-term  financing  has  made  fiscal  sense  for  this  government  be- 
cause historically  short-term  rates  have  been  lower  than  long-term 
rates,  and  that  has  saved  us  money.  On  the  other  hand,  in  the  pro- 
jections by  CBO  if  we  should  get  to  a  balanced  budget  that  saves 
us  interest  assuming  that  same  distribution  of  debt. 

I  think  fiscal  prudence,  because  of  the  volatility  of  short-term 
debt,  would  mandate  that  if  one  were  operating  with  a  balanced 
budget  amendment,  one  would  have  to  move  all  debt  financing  to 
long-term  debt.  I  am  curious  if  you  or  anyone  else  has  done  any 
study  on  the  impact  of  moving  to  all  long-term  debt  both  on  inter- 
est costs  for  the  Federal  Government  and  what  having  the  Federal 
Government  moving  totally  into  long-term  financing  might  do  to 
long-term  interest  rates. 

Ms.  Tyson.  Well,  you  brought  up  an  important  issue,  and  first 
let  me  say  the  issue  of  the  term  structure  of  the  debt  here,  they 
are  having  a  number  of  comments  here  suggesting  that  the  move 
toward  more  short-term  debt  may  have  been  a  mistake.  I  want  to 
indicate  that  basically  around  one-third  of  Federal  debt  does  have 
a  maturity  of  less  than  a  year. 

In  fact,  what  has  been  driving  the — there  hasn't  been  that  much 
of  a  shift  in  fact.  The  interest  rate  increases  in  our  forecast,  if  you 
look  at  our  economic  forecast,  now  we  have  interest  rate  increases 
relative  to  our  previous  forecast  that  reflect  the  fact  that  there 
were  much  larger  than  expected  increases  both  in  short-term  and 
long-term  rates  last  year,  so  interest  expenses  are  growing. 

That  is  one  of  the  reasons  you  see  that  number  that  you  have 
both  mentioned  up  to  309.  The  big  effect  on  interest  payments  by 
the  government,  the  big  effect  on  the  increase  has  come  from 
changes  in  the  interest  rates  themselves,  not  changes  in  the  struc- 
ture of  the  debt  that  the  government  has  outstanding. 

We  haven't  done  the  kind  of  study  that  you  suggested.  You 
raised  an  interesting  issue.  It  is  the  case,  of  course,  that  long-term 
interest  rates,  like  short-term  interest  rates  do  move  around. 
Short-term  interest  rates  are  under  the  control  of  the  Federal  Re- 
serve. 

Mr.  Sabo.  You  are  refinancing  less  every  year  so  the  volatility 
is  less  and  everything  is  sold 

Ms.  Tyson.  The  point  is  that  I  don't  have  an  answer  to  the  ques- 
tion exactly,  because  we  have  not  looked  at  that,  but  you  do  raise 
an  interesting  issue. 

Mr.  Sabo.  Let  me  ask  one  other  question.  I  am  curious  what  the 
impact  of  moving  to  a  60-percent  vote  for  increasing  the  debt  limit 
would  do  to  interest  rates.  The  reality  is  that,  forgetting  about  the 
volatility  which  you  can't  deal  with  under  the  balanced  budget 
amendment;  the  reality  is  that  even  if  you  have  a  balanced  budget, 
in  our  State  we  allowed  for  tax  anticipation  borrowing.  These 
amendments  do  not  allow  this  if  cash-flow  doesn't  follow.  You  still 
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would  need  ability  to  manage  the  debt,  and  it  is  at  times  difficult 
to  get  50  percent;  60  percent  is  likely  to  mean  that  there  will  be 
increased  times  of  uncertainty  when  the  government  may  not  be 
able  to  refinance  debt. 

Will  that  have  any  impact  on  interest  rates? 

Ms.  Tyson.  I  think  we  have  looked  at  this  with  the  Treasury, 
and  we  are  very  concerned  about  this.  Uncertainty  is  a  major  factor 
in  what  economists  call  risk  premium,  and  that  is  an  important  de- 
terminant of  long-term  interest  rates,  so  it  is  our  view  that  an  in- 
creased amount  of  uncertainty  associated  with  having  a 
supermajority  control  over  the  debt  limit,  which  as  you  say  basi- 
cally interferes  with  the  ability  of  timing. 

This  is  not — if  you  want  to  control  spending,  you  can  control 
spending  by  controlling  it  directly.  By  adding  the  supermajority  on 
the  debt  you  really  do  increase  uncertainty,  and  we  believe  you 
could  easily  increase,  therefore  the  cost  to  the  government,  and  the 
cost  of  any  long-term  borrower  because  it  would  be  the  effect  of 
causing  higher  risk  premium  and  higher  interest  rates. 

Mr.  Shays.  Mr.  Smith. 

Mr.  Smith  of  Michigan.  I  think  I  understood  you  to  say  that  the 
big  factor  in  the  increased  cost  of  the  interest  is  the  interest  rates 
going  up. 

Ms.  Tyson.  It  is  not  the  change  in  the  maturity  structure  of  the 
debt  as  much  as  the  increase  in  interest  rates  on  the  debt. 

Mr.  Smith  of  Michigan.  No,  but  the  interest  rate  goes  up  rough- 
ly 50  percent,  the  total  public  debt  of  this  country  going  from  $4.6 
trillion  to  $6.7  trillion  goes  roughly 

Ms.  Tyson.  I  was  not  talking  about  th«  issue  of  the  debt  versus 
the  interest  rate,  but  the  maturity  structure  of  the  debt. 

Mr.  Smith  of  Michigan.  Of  changing  the  maturity.  But  that 
hurts  some,  you  agree  with  that? 

Ms.  Tyson.  It  hurts  very  little,  the  change  in  maturity  hurts  very 
little  because  the  point  is,  look,  the  short-term  interest  rates,  al- 
though they  have  gone  up,  are  still  considerably  lower  than  long- 
term  interest  rates,  and  that  has  been  historically  true.  It  is  rarely 
the  case  that  that  is  not  true.  There  have  been  occasions,  but  they 
are  not 

Mr.  Smith  of  Michigan.  In  fact,  the  greatest  reason  for  the  in- 
creased cost  of  the  interest  by  the  vear  2000  is  the  fact  that  we  are 
increasing  our  public  debt  from  $4.6  trillion  to  $6.7  trillion,  the 
small  variance  that  we  might  guess  rightly  or  wrongly  in  the  inter- 
est rate  isn't  the  reason  that  we  are  having  a  50-percent  cost  of  in- 
terest and  my  earlier  point  was  that  makes  us  very  vulnerable,  and 
maybe  Mr.  Sabo,  I  am  not  sure,  when  are  we  going  to  be  faced  with 
increasing  the  debt  ceiling? 

Do  you  know,  Ms.  Tyson? 

Ms.  Tyson.  I  don't  know  the  exact  date  at  this  point.  Sometime 
in  the  fall,  but  I  do  not  know  the  date. 

Mr.  Smith  of  Michigan.  Well,  just  to  conclude  a  little  bit,  would 
the  administration  consider  working  with  us  in  efforts  to  recal- 
culate a  more  accurate  CPI  that  would  be  used  strictly  for  govern- 
ment use  in  determining  a  rate  of  inflation  that  is  more  appro- 
priate for  COLA'S? 
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Ms.  Tyson.  I  think  that  all  of  the  problems  that  have  been  al- 
leged to  be  a  part  of  the  current  CPI  have  been  identified  by  none 
other  than  the  Bureau  of  Labor  Statistics  itself.  The  Bureau  of 
Labor  Statistics  does  the  best  that  it  can  given  the  scientific  infor- 
mation. 

Mr.  Smith  of  Michigan.  The  CPI,  you  will  agree  the  CPI  was 
never  designed  to  be- 


Ms.  Tyson.  CPI  was  designed 

Mr.  Smith  of  Michigan  [continuing].  To  be  a  factor  that  should 
be  used  for  wage  or  COLA  increases. 

Ms.  Tyson.  The  CPI  was  designed  as  a  measure  of  what  happens 
to  the  prices  of  a  market  basket  of  goods,  that  is  what  it  was  de- 
signed for.  It  was  picked  up  to  be  used  as 

Mr.  Smith  of  Michigan.  Should  alcohol  and  tobacco  products  be 
in  that  market  basket  of  goods  that  helps  determine  the  inflation 
rate  under  the  CPI  which  ultimately  increases  wages  and  increases 
Social  Security  retirement  benefits,  et  cetera? 

Ms.  Tyson.  I  am  not  going  to  get  into  the  details. 

Mr.  Smith.  But  that  detail  right  there  is  a  $15  billion  detail,  so 
what  I  am  suggesting  is  there  is  room 

Ms.  Tyson.  You  have  to  be  very  careful  here  because  what  you 
do  is  you  take  a  statistic — the  government  calculates 

Mr.  Smith  of  Michigan.  Let  me  ask  you  another  question. 

Ms.  Tyson.  Let  me  answer  this,  though.  It  is  very  important  for 
an  economist.  The  government  calculates  many  statistics.  It  uses 
the  best  possible  technical  procedures  to  estimate  those  statistics, 
and  it  is  subject  to  limits  on  statistical  knowledge  and  limits  on  the 
resources  it  has  to  carry  out  its  work. 

I  am  very  concerned  about  politicizing  numbers.  What  you  want 
to  do  is  you  want  to  decide  what  should  be  in  a  market  basket;  and 
your  market  basket  and  my  market  basket  and  the  chairman's 
market  basket  may  be  different.  Now  do  we  want  to  do  this 
through  a  political  process  or  do  we  want  to  do  this  through  a  stat- 
istician's and  technical  process?  I  suggest  we  try  not  to  politicize 
the  numbers. 

Mr.  Smith  of  Michigan.  Let  me  ask  a  question  and  interrupt. 
Still  we  both  agree  that  we  want  some  appropriate  measure  for  the 
reason  that  it  is  being  applied  for  government  use,  and  so  all  I  am 
saying  would  the  White  House  consider  working  with  us  to  get  a 
more  accurate  measure  if  there  are  inaccuracies  for  the  reason  that 
CPI  is  in  use? 

Let  me  ask  you  another  question.  Would  the  administration  work 
with  us  to  increase  the  retirement  age  for  eligibility  for  Social  Se- 
curity? 

Ms.  Tyson.  Do  you  want  me  to  answer  the  statistics  one  first  or 
the  Social  Security  one  first? 

Mr.  Smith  of  Michigan.  Social  Security  one. 

Ms.  Tyson.  I  think  that  our  proposal,  our  view  on  Social  Security 
is  as  we  have  said  many  times  there  is  a  whole  issue  of  the  demo- 
graphics related  to  Social  Security,  and  if  this  Congress  wants  to 
engage  in  that  process,  that  at  a  certain  point  it  will  have  to. 

Mr.  Shays.  Thank  you  very  much.  We  just  have  one  last  ques- 
tioner, and  then  you  are  free  and  I  appreciate  you  being  before  the 
committee,  Dr.  Tyson. 
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Mr.  Smith  of  Michigan.  Mr.  Chairman,  in  my  last  comment, 
thank  you  for  looking  at  the  record  on  the  increase  in  interest  rates 
over  the  next  5  years. 

Ms.  Tyson.  Yes,  that  was  helpful. 

Mr.  Shays.  It  will  be  an  interesting  few  months  here. 

Mr.  HOBSON.  I  want  to  assure  you  that  I  believe  this  committee 
this  time  is  going  to  do  its  job,  and  we  will  make  those  tough 
choices  with  or  without  the  leadership  from  the  President.  I  would 
hope  that  we  can  do  it  together. 

I  think  you  should  not  misread  the  determination  of  at  least  this 
committee  and  a  lot  of  new  Members  of  this  Congress,  probably  on 
both  sides  of  the  aisle,  that  they  are  ready  to  try  to  do  something 
for  the  next  generation — as  the  chairman  talks  about — of  this  coun- 
try. That  was  the  point  I  was  talking  about. 

The  other  thing,  I  don't  think  you  are  going  to  like  this  part  of 
it,  but  the  thing  that  troubles  me  is — I  don't  want  to  characterize 
you  particularly  because  you  are  sa)dng  the  same  things  that  the 
other  people  do  when  we  talk  about  this — is  what  we  ran  into  when 
we  tried  to  work  out  this  health  care  problem  the  last  time.  The 
arrogance,  or  the  perceived  arrogance,  let  me  put  it  that  way,  that 
if  it  isn't  "ours,"  we  aren't  going  to  do  an3rthing.  That  is  in  my  opin- 
ion what  broke  down  last  time,  and  if  we  don't  find  a  way  to  bridge 
that  as  we  go  forward  and  have  language  that  says  more  impor- 
tantly we  want  to — we  have  got  some  proposals,  we  didn't  put  them 
out  or  whatever,  we  are  going  to  sit  down  and  put  them  out  or 
whatever,  but  we  have  all  got  to — if  we  are  going  to  get  at  this 
problem  of  health  care  which  I  agree  with  you  is  at  the  core  of 
whatever  we  do  to  decrease  the  spending  of  this  country  as  a  whole 
and  to  get  better  health  care  for  people  that  need  it,  but  it  isn't 
necessarily  a  cut  in  spending. 

There  are  some  systemic  changes  that  can  be  made,  for  example, 
in  Medicaid  and  Medicare  that  can  result  in  not  this  Draconian 
thing  that  all  the  lobbyists  and  all  the  special  interest  groups  talk 
about,  but  begins  to  solve  this  problem  and  help  people.  As  long  as 
we  sit  here  and  go  back  and  forth  about  it  and  one  side  says,  well, 
you  know,  we  are  not  going  to  put  out  ours,  we  put  ours  out  before. 

I  think  part  of  the  reason  the  one  didn't  go  before,  frankly,  is 
that  nobody  but  a  few  people  had  a  proprietary  interest.  I  shouldn't 
say  a  few  people,  there  were  a  heck  of  a  lot  of  people  working  on 
it  down  there,  but  very  few  people  here  on  the  Hill  on  either  side 
had  a  proprietary  interest.  Until  you  get  a  proprietary  interest,  and 
we  get  a  proprietary  interest  in  this  particular  issue,  it  ain't  going 
to  work. 

Now,  maybe  you  all  are  waiting  for  2  years  to  go  by  and  there 
will  be  another  group  that  comes  along,  I  don't  know.  But  what  I 
am  trying  to  stress  to  you  is  from  your  position  as  an  economic  ad- 
visor. Dr.  Rivlin,  the  health  care  people,  we  have  got  to  figure  out 
how  we  are  going  to  get  beyond  this  we-did-ours-the-heck-with-you 
type  of  thing. 

Would  you  like  to  comment  on  that? 

Ms.  Tyson.  Well,  I  guess,  look,  I  agree  with  much  of  what  vou 
said.  I  want  to  note,  however,  that  the  first  effort  at  deficit  reduc- 
tion, the  first  meaningful  effort  at  deficit  reduction  in  this  Nation 
on  a  significant  scale  occurred  in  1993  with  no  help  from  the  Re- 
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publican  side  of  the  aisle.  That  was  a  very  difficult  way  to  start  out 
a  cooperative  process. 

Furthermore,  we  come  here  with  a  new  budget,  and  we  get  no 
recognition  of  the  significant  amount  of  deficit  reduction  which  is 
already  in  place.  In  fact,  people  just  question  our  numbers. 

We  have  $505  billion  on  the  table,  we  have  offered  another  $81 
billion,  and  the  economy  has  given  us  another  $90  to  $100  billion, 
that  is  just  reality.  What  we  hear  back  is  you  haven't  done  enough, 
we  are  disappointed,  we  want  more  without  any  alternatives  on  the 
table,  and  remember,  your  alternatives  have  to  be  enough  to  first 
pay  for  your  tax  cuts  and  then  reduce  the  deficit. 

So  there  is  a  way  in  which — there  is  a  lack  of  cooperation,  but 
I  don't  know  where  it  started  because  we  made  a  proposal  and  the 
proposal  got  through  and  the  economy  did  well  and  there  is  no  rec- 
ognition of  that. 

Now,  I  think  the  President  said  clearly  in  his  State  of  the  Union 
Address,  and  I  will  say  again,  that  that  process  of  health  care  re- 
form obviously  didn't  work,  and  that  we  bit  off  more  than  we  could 
chew  and  that  people  like  yourself  who  seriously  have  thought 
about  health  care  felt  you  were  excluded  and  maybe  you  were  ex- 
cluded, I  wasn't  involved  in  the  process  enough  to  know,  but  I  ac- 
cept your  point. 

I  hope  we  can  work  on  it  together  because  I  agree  with  you  com- 
pletely, it  is  the  next  major  challenge  we  face.  Rather  than  criticiz- 
ing this  budget  for  accomplishing  nothing,  I  think  the  right  cooper- 
ative spirit  is  to  say  this  budget  accomplishes  something,  we  need 
to  go  further  and  do  health  care  reform. 

Mr.  HoBSON.  I  hoped  we  had  done  that  because  most  of  us  didn't 
say  this  thing  is  dead  on  arrival,  most  of  us  said  there  are  things 
in  here  that  we  agree  with,  I  hope  we  did.  Maybe  that  didn't 

Ms.  Tyson.  Sometimes  it  comes  across.  It  comes  across  from  you 
very  well. 

Mr.  HoBSON.  Maybe  it  didn't  resonate  appropriately. 

Mr.  Shays.  Before  adjourning  this  meeting,  I  just  want  to  say 
that  I  would  love  you  to  recall  that  there  were  Members  who  voted 
for  a  Solomon  budget  that  took  some  of  the  President's  tax  in- 
creases and  cut  further,  there  were  some  in  Congress  that  felt,  in- 
cluding people  like  Tim  Penny,  who  felt  it  simply  wasn't  enough. 
And  it  was  probably  my  most  difficult  time  to  be  in  Congress  where 
I  thought  with  the  Penny-Kasich  plan,  you  actually  had  a  congres- 
sional-generated effort  to  cut  spending,  and  the  White  House  didn't 
just — it  didn't  support  it,  they  didn't  just  stay  indifferent,  they  ac- 
tually opposed  it,  and  that  was  a  difficult  thing  for  me  because  I 
think  that  there  were  Members  in  Congress  on  both  sides  of  the 
aisle  who  wanted  to  cut  more  and  were  willing  to  put  their  names 
on  the  line. 

Did  you  want  to  make  a  last  comment? 

Mr.  Sabo.  Yes.  Let  me  respond  because  what  Penny-Kasich  did 
was  take  a  whole  series  of  savings  in  health  care  that  the  adminis- 
tration was  using  for  health  care  reform,  and  it  said  we  are  going 
to  take  them  off  the  table  for  dealing  with  health  care  reform.  They 
drafted  their  bill  very  specifically  to  do  that,  and,  frankly,  there 
were  significant  technical  problems  with  their  bill. 


147 

On  the  discretionary  side,  they  took  a  whole  series  of  assump- 
tions on  how  you  could  reduce  discretionary  savings,  personnel  re- 
ductions, significant  numbers  that  we  were  already  using  to 
achieve  the  already  significant  tough  discretionary  spending  limits 
we  were  setting,  other  estimates  of  cost,  for  instance,  on  the  FAA 
corporation  that  came  out  of — I  don't  know  where  they  came  from 
because  they  were  unrelated  to  reality. 

I  am  perfectly  willing  to  debate  Penny-Kasich  again.  I  think  the 
administration  was  right,  that  that  was  very  fundamentally  a  very 
overt  attempt  to  frustrate  the  ability  to  do  health  care  reform  last 
year. 

Mr.  Shays.  The  challenge  for  us,  though,  in  that  issue  was  even 
if  the  White  House  had  said  we  will  go  along  with  those  cuts,  but 
let's  bankroll  the  cuts  on  health  care,  there  would  have  been  some 
opportunity  because  I  feel  like  we  wasted  those  cuts.  Those  cuts 
could  have  been  made,  suggested  by  the  administration,  they  could 
have  been  made  last  year,  and  we  would  have  been  bankrolling 
those  cuts. 

I  am  going  to  adjourn  the  meeting  and  just  point  out  that  tomor- 
row we  have  a  hearing  at  10  a.m.  with  James  Miller,  former  Direc- 
tor of  0MB,  and  Joseph  Wright,  former  Deputy  Director  of  0MB. 

And,  Doctor,  thank  you  very  much  for  testifying.  You  have  been 
here  2V2  hours  and  you  have  been  very  helpful. 

Ms.  Tyson.  Thank  you  very  much. 

Mr.  Shays.  The  hearing  is  adjourned. 

[Whereupon,  at  4:27  p.m.,  the  committee  was  adjourned.] 
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The  committee  met,  pursuant  to  call,  at  10:04  a.m.  in  room  210, 
Cannon  House  Office  Building,  Hon.  John  R.  Kasich  (chairman  of 
the  committee)  presiding. 

Representatives  present:  Kasich,  Shays,  Lazio,  Franks,  Smith  of 
Michigan,  Inglis,  Largent,  Myrick,  Brownback,  Radanovich,  Sabo, 
Stenholm,  Parker,  Coyne,  Costello,  Orton,  Pomeroy,  Browder,  and 
Rivers. 

Chairman  Kasich.  OK.  The  House  Budget  Committee  will  come 
to  order. 

And  I  want  to  this  morning — I  am  very  pleased  and  very  excited 
to  have  Jim  Miller,  obviously  former  Director  of  0MB  under  Ron- 
ald Reagan,  and  also  Joe  Wright,  who — Joe,  you  actually  were 
under  Jim  Miller  for  a  while. 

Mr.  Wright.  Yes,  sir,  I  was  Deputy  Director  under  Jim  Miller 
and  Dave  Stockman,  and  then  when  Jim  left,  I  took  over  as  Direc- 
tor of  0MB. 

Chairman  Kasich.  Fantastic.  And  we  this  morning  also  at- 
tempted to  invite  David  Stockman  to  this  hearing  this  morning,  but 
he  was — he  didn't  respond.  I  mean,  we  called  him  and  everything 
else,  he  didn't  respond.  But  I  think  it  would  be  great  at  some  point 
if  we  could  get  him  to  come  down  here.  And  I  thought  the  Demo- 
crats would  like  him  to  come,  because  they  think  he  is  going  to 
help  them.  And  I  think  it  would  just  be  fun  to  have  him  here  and 
hear  what  he  has  to  say. 

Mr.  Sabo.  Have  you  ever  read  his  book?  I  have  never  read  it. 

Chairman  Kasich.  So  anyway,  I  want  to  welcome  these  two  gen- 
tlemen this  morning.  And  rather  than  my  making  a  long  opening 
statement,  I  just  think  it  is  important  we  get  some  perspective  on 
mavbe  what  they  went  through  and  what  their  difficulties  were 
and  what  advice  they  have  for  us. 

Jim  Miller  now  is  a  distinguished  author  and  he  has  written 
about  his  frustrations  and  experiences,  and  I  think  he  will  be  very 
candid  about  what  we  need  to  do  here.  So  I  want  to  welcome  them 
this  morning  and  very  much  look  forward  to  their  testimony.  Mr. 
Sabo? 

Mr.  Sabo.  Welcome. 

Chairman  Kasich.  Why  don't  you  go  ahead  and  proceed? 

Mr.  James  Miller.  Thank  you,  sir.  You  want  to  go  first? 
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Mr.  Wright.  No,  go  ahead,  Jim. 

STATEMENT  OF  JAMES  C.  MILLER  III,  FORMER  DIRECTOR, 
OFFICE  OF  MANAGEMENT  AND  BUDGET 

Mr.  James  Miller.  Well,  Mr.  Chairman,  members  of  the  budget 
committee,  I  welcome  this  opportunity  to  appear  before  you  and 
talk  about  the  President's  new  budget.  I  speak  on  behalf  of  Citizens 
for  a  Sound  Economy,  an  organization  with  250,000  members 
across  the  country. 

I  think  the  President's  budget  contains  some  good  news  and 
some  bad  news.  Let's  give  credit  where  it  is  due.  The  good  news 
is  that  it  contains  a  number  of  things  of  which  I  think  this  Con- 
gress will  approve.  Having  a  nationwide  perspective.  Presidents 
know  that  certain  things  need  to  be  done.  Eventually  you  see  some 
things  crop  up  in  President's  budgets — ^both  Democrat  and  Repub- 
lican. I  think  this  Congress  will  be  more  open  to  some  of  these 
things  than  Congresses  past. 

I  must  tell  that  you  in  reading  this  document  I  was  struck  with 
a  sense  of  deja  vu  because  there  are  a  lot  of  things  in  here  that 
Joe  Wright  and  I  put  in  our  budgets,  and  I  think  that  you  ought 
to  consider  favorably;  privatizing  the  Naval  Petroleum  Reserves, 
the  Power  Marketing  Administrations,  the  active  weather  part  of 
the  National  Weather  Service,  rural  electric  cooperatives,  et  cetera. 
Not  to  terminate  them,  but  to  privatize  them,  I  think  would  be  a 
very  good  idea. 

Let  me  also  give  credit  where  credit  is  due,  and  compliment  Dr. 
Rivlin  and  her  staff.  Putting  together  a  budget  is  a  really  tough 
job.  And  I  think  they  have  done  a  great  job  in  assimilating  all  the 
information  and  presenting  it  in  a  reasonable,  readable  form.  And 
while  I  have  substantial  disagreements  with  some  of  the  policies 
incorporated  in  this  budget,  I  think  that  she  and  her  staff  deserve 
accolades.  I  think  Joe  would  agree  with  me  that  the  0MB  staff  is 
really  the  cream  of  the  crop  and  the  best  in  the  Federal  Govern- 
ment. 

But  there  are  some  substantial  problems  with  this  budget,  and 
I  must  tell  you  that  one  of  the  most  troubling  is  the  way  that  the 
White  House  has  characterized  this  budget  as  containing  cuts  in 
spending — that  this  budget  cuts  the  deficit,  that  this  budget  in- 
creases defense  spending. 

I  have  a  few  charts  here,  just  four  in  number,  but  with  them  I 
would  like  to  explain  a  very  simple  concept.  Ordinarily,  when  peo- 
ple think  about  cutting  spending,  what  they  understand  it  to  mean 
is  that  you  spend  less  next  year  than  you  spent  this  year,  or  less 
next  month  than  you  spent  this  month.  So  to  characterize  this 
budget  as  a  cut  in  spending  is  simply  wrong.  Spending  in  this 
budget  goes  up  every  single  year.  That  is  the 

Chairman  Kasich.  Jim,  let  me  have  that  easel  moved  so  we  can 
see  this  thing.  Pat  will  help  you  set  it  up.  There  you  go.  I  think 
that  is  better. 

Mr.  James  Miller.  OK. 

As  you  can  see,  under  this  budget,  spending  goes  up  every  single 
year.  So  the  argument  that  this  budget  is  a  cut  in  spending  is  an 
absolute  myth.  Those  are  the  numbers;  they  go  up  every  single 
year. 
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The  second  argument  is  that  this  budget  cuts  the  deficit.  As  you 
know,  the  budget  does  not  cut  the  deficit.  This  dark  area  here  at 
the  bottom  is  the  deficit.  The  deficit  hovers  around  $200  billion  a 
year,  every  single  year,  throughout  the  whole  period,  1995  through 
the  year  2000.  So  it  is  a  myth  to  say  that  this  budget  cuts  spending 
and  it  is  a  mjrth  to  say  that  it  cuts  the  deficit. 

Now,  how  could  you  possibly  balance  the  budget? 

The  argument  is  given  over  and  over  again  that  you  can't  pos- 
sibly balance  the  budget  by  the  year  2002  as  called  for  in  the  bal- 
anced budget  amendment.  That  simply  is  not  true.  You  can  balance 
the  budget;  you  can  balance  the  budget  without  cutting  spending; 
without  cutting  spending  as  most  people  understand  the  term  "cut- 
ting spending." 

If  you  simply  freeze  spending,  what  happens?  Revenues  grow 
$50,  $60,  $80  billion  a  year  because  of  economic  growth.  And  as 
this  revenue  increases,  it  overtakes  the  spending  line,  and  you  bal- 
ance the  budget.  You  balance  the  budget  very  quickly.  In  fact,  you 
balance  the  budget  and  actually  run  a  surplus  in  1998.  All  you 
have  to  do  is  to  have  the  moral  conviction  not  to  spend  any  more. 

People  say,  well,  you  can't  possibly  balance  the  budget  because 
of  Social  Security.  Even  if  you  exempt  Social  Security,  you  balance 
the  budget  by  the  year  1999,  and  in  fact  run  a  surplus  in  1999.  So 
the  argument  that  you  can't  possibly  balance  the  budget  by  the 
year  2002  is  simply  not  true.  With  Mr.  Stenholm's  balanced  budget 
amendment,  you  can  balance  the  budget  by  the  year  2002,  and  still 
exempt  Social  Security. 

Let  me  go  back  to  the  myth  about  cutting  defense.  This  is  what 
it  looks  like.  These  are  the  defense  outlays  under  the  President's 
budget.  Defense  spending  goes  down  and  then  goes  up  a  little  bit, 
but  does  not  fully  recover  to  this  point  right  here.  And  domestic 
spending  keeps  going  up  and  up  and  up. 

So  to  repeat,  the  argument  that  this  budget  cuts  spending  is  a 
myth.  The  argument  that  this  budget  increases  defense  spending 
is  also  a  myth. 

Now,  there  are  some  other  things  that  bother  me  about  the  budg- 
et. There  are  some  tricks  in  there.  For  example,  delaying  the  COLA 
for  military  retirees  until  April,  to  make  it  the  same  as  civilian  re- 
tirees, saves  $385  million  for  fiscal  year  1996.  But  to  me  that  is 
like  saying  if  you  must  cheat  the  civilian  retirees,  it  is  only  fair 
that  you  cheat  the  military  retirees  as  well. 

There  are  a  lot  of  user  fees  in  this  budget.  I  am  not  opposed  to 
user  fees.  We  had  user  fees  in  the  budgets  that  Joe  and  I  prepared, 
but  for  goodness'  sake,  there  are  some  big  ones  in  here.  What  user 
fees  tend  to  do  is  to  hide  the  size  of  government.  When  you  have 
a  new  infusion  of  user  fees,  it  seems  that  government  isn't  growing 
as  fast  as  it  really  is. 

Now,  I  think  what  you  should  do,  and  obviously  this  Congress 
has  got  to  grope  with  spending  in  all  dimensions,  just  as  Mr.  Sten- 
holm  and  others  do  with  the  balanced  budget  amendment,  you 
start  by  agreeing  on  principles.  And  the  first  principle  you  must 
agree  to  is  that  you  are  going  to  balance  the  budget.  And  I  think 
beyond  that,  in  deciding  how  to  fit  things  in,  you  must  again  rely 
on  principles. 
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I  think  the  first  principle  here  ought  to  be,  as  you  look  at  an 
agency  or  program,  ask  yourself,  is  this  an  appropriate  function  of 
government?  If  it  is  not  an  appropriate  function  of  government,  put 
it  in  the  private  sector.  Then  ask  yourself,  if  it  is  an  appropriate 
function  of  government,  is  it  an  appropriate  function  for  the  Fed- 
eral Government?  If  not,  revive  the  long  abused  10th  amendment 
and  give  it  to  the  States.  And  then  of  the  things  left,  ask  yourself, 
is  this  program  causing  more  harm  than  good?  And  if  it  is  causing 
harm,  terminate  it.  And  then  of  all  that  are  left,  ask  yourselves  can 
this  program  be  improved?  The  whole  direction,  the  whole  means, 
the  whole  approach,  the  size  of  the  program;  can  it  be  improved? 
If  it  can  be  improved,  then  do  it.  And  I  think  that  in  following 
those  principles  you  would  make  a  lot  of  changes.  I  have  a  list  of 
such  changes  in  my  testimony,  and  I  would  urge  your  careful  con- 
sideration of  those  proposals. 

Mr.  Chairman,  I  think  I  would  now  defer  to  my  colleague. 

Mr.  Shays  [presiding].  Thank  you,  Mr.  Miller. 

[The  prepared  statement  of  James  Miller  follows:] 

Prepared  Statement  of  James  C.  Miller  III,  Former  Director,  Office  of 
Management  and  Budget 

Mr.  Chairman  and  Members  of  the  Committee:  thank  you  for  inviting  me  here 
today  to  discuss  the  budget  submitted  last  Monday  by  President  CUnton.  I  speak 
not  only  for  myself  but  on  behalf  of  Citizens  for  a  Sound  Economy,  a  250,000  mem- 
ber-and-supporter  research,  education,  and  advocacy  group  that  addresses  market- 
based  solutions  to  public  policy  problems. 

Like  you,  I  awaited  the  President's  budget  with  considerable  anticipation.  Unlike 
some  of  the  pundits  and  some  in  the  media,  I  did  not  expect  the  President's  budget 
to  be  "dead  on  arrival."  We've  had  a  change  in  congressional  leadership.  Some 
things  ihat  Presidents  typically  propose  that  are  unacceptable  to  a  Democratic  lead- 
ership may  be  acceptable  to  a  Republican  leadership.  So,  I  speculated  there  would 
be  proposals  in  this  budget  that  would  be  warmly  received — ^if  not  by  every  Repub- 
lican, then  surely  by  many  in  Congress. 

The  good  news  about  the  President's  budget  is  that  it  does  contain  proposals  that 
not  only  deserve  support  but  should  receive  support.  Frankly,  reading  some  of  the 
document  I'm  struck  oy  a  sense  of  deja  vu,  for  it  seems  that  parts  are  lifted  directly 
from  budgets  that  my  friend,  Joe  Wright,  and  I  prepared  for  President  Reagan — 
fiscal  years  1987,  1988,  and  1989.  Let  me  give  you  some  examples:  privatize  the 
Naval  Petroleum  Reserves,  the  Power  Marketing  Administrations,  the  government's 
helium  program,  and  the  National  Weather  Service;  reform  a  slew  of  programs,  in- 
cluding the  rural  electric  and  telephone  administrations;  and  terminate  others,  in- 
cluding the  Interstate  Commerce  Commission.  Also,  I'd  like  to  compliment  Director 
Rivlin  and  her  staff  for  a  fine  job  in  assembling  the  budget  and  completing  the  rel- 
evant documents. 

But  the  bad  news  about  the  President's  budget  is  substantial  and  it  leaves  me 
terribly  disappointed.  Perhaps  the  worst  part  is  how  it  is  being  presented  by  the 
White  House.  In  fact,  some  of  the  major  themes  being  used  to  sell  the  budget  are 
total  myths. 

1.  Myth:  This  budget  cuts  spending. 

Fact:  Under  this  budget,  spending  rises  every  year. 

2.  Mjrth:  This  budget  cuts  the  deficit. 

Fact:  Under  this  budget,  the  deficit  hovers  at  around  $200  billion  throughout. 

3.  Myth:  This  budget  increases  spending  on  defense. 

Fact:  Under  this  tudget,  spending  on  defense  goes  down,  then  up  slightly,  but 
does  not  fully  recover.  Under  the  President's  budget,  spending  on  defense  in  1996 
will  be  one-third  less  in  real  terms  than  it  was  in  1989,  the  last  budget  year  for 
President  Reagan.  Instead,  the  spending  increases  in  the  President's  budget  are  in 
domestic  programs — discretionary  as  well  as  entitlements. 

Of  course,  the  reason  why  these  myths  survive  is  the  remarkable  disconnect  be- 
tween the  budget  language  used  within  the  beltway  of  Washington  and  by  the 
media  on  the  one  hand,  and  the  plain  language  understood  by  hundreds  of  millions 
of  citizens  all  over  this  great  nation  on  the  other.  In  Washington  budget-speak,  a 
"spending  cut"  is  a  reduction  in  the  rate  of  spending  increase.  For  most  families 
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dealing  with  their  own  budgets,  a  spending  cut  means  ^ou  spend  less  next  month 
than  this  month,  or  less  next  year  than  this  year.  A  similar  logic  holds  with  respect 
to  talk  about  deficits  and  defense  spending. 

Isn't  it  about  time  we  all  practiced  a  little  "truth  in  budgeting?" 

Let  me  move  on  to  a  few  examples  of  other  problems  with  the  budget  the  Presi- 
dent submitted  on  Monday.  These  are  not  revealed  by  a  close  inspection  of  the  budg- 
et appendix.  They  leap  out  at  you  from  the  summary  tables  at  tne  end  of  the  main 
budget  book. 

First  are  the  "tricks."  As  an  example,  the  budget  proposes  shifting  the  COLA  ad- 
justment for  military  retirement  from  the  first  of  the  year  to  April.  This  "saves" 
$385  million.  The  rationale  for  the  change  is  to  make  it  "consistent  with  timing  for 
civilians."  In  other  words,  if  you  are  going  to  cheat  civilian  retirees,  you  might  as 
well  cheat  military  retirees  also. 

Second,  there  is  a  profusion  of  user  fees,  and  we're  talking  about  big  money.  Now, 
I  am  not  against  user  fees.  I  had  user  fees  in  my  budgets.  But  user  fees  should  be 
tied  to  the  value  of  the  services  received.  The  big  new  user  fees  in  the  President's 
budget  are  revenue  measures.  Since  user  fees  are  typically  treated  as  "offsetting  re- 
ceipts," they  mask  the  size  and  growth  of  government.  Let  me  explain. 

Normally,  if  you  wanted  to  increase  the  operations  of  an  agency,  you'd  show  an 
increase  in  outlays — a  measure  of  size  and  growth  of  government — and  an  increase 
in  revenue — a  measure  of  the  burden  of  government.  But  by  using  the  device  of  off- 
setting receipts,  you  show  within  the  outlay  account  of  the  agency  both  a  credit  and 
an  equal  debit.  The  real  cost  of  government  has  gone  up,  but  there  is  no  change 
in  total  spending  or  total  revenue. 

Let  me  return  now  to  the  issue  of  truth  in  budgeting.  One  of  the  really  big  whop- 
pers is  that  it's  simply  not  possible  to  balance  the  federal  budget  by  2002,  as  called 
for  in  the  Balanced  Budget  Amendment  that  passed  the  House  and  is  now  before 
the  Senate. 

Mr.  Chairman,  not  only  is  it  possible  to  balance  the  federal  budget  by  2002  with 
no  new  taxes,  but  with  no  cuts  in  spending.  That  is,  if  by  "cuts"  we  mean  the  same 
thing  families  mean  when  they  talk  about  cutting  the  family  budget. 

According  to  the  President's  submission  of  last  Monday,  federal  spending  in  fiscal 
year  1995  will  be  $1,539  billion,  compared  to  receipts  of  $1,346  billion,  for  a  deficit 
of  $193  billion.  Simply  freezing  total  spending  at  tne  $1,539  billion  level  will  result 
in  a  balanced  budget— not  by  2002,  but  by  1998!  The  reason  is  that  with  economic 
growth  averaging  2.5  percent  yearly  over  the  remainder  of  the  decade,  federal  re- 
ceipts will  increase  by  between  $56  billion  and  $86  billion  per  year  over  the  same 
period. 

Of  course,  this  would  mean  a  reduction  in  the  overall  size  of  government.  With 
the  inflation  forecasts  of  approximately  3.2  percent,  real  spending  would  be  nearly 
10  percent  lower  in  1998  when  the  budget  came  into  balance  (actually,  with  a  $10 
billion  surplus).  (If  government  spending  were  simply  adjusted  for  inflation — that  is, 
spending  were  frozen  in  real  terms — the  budget  would  still  have  a  deficit  of  nearly 
$70  billion  at  the  end  of  the  decade.) 

But  you've  often  heard  that  it's  simply  not  possible  to  freeze  Social  Security.  The 
incredible  thing  is  that  even  permitting  Social  Security  to  grow  and  fi-eezing  every- 
thing else  in  nominal  terms,  you  balance  the  budget  by  1999  and  then  run  a  surplus 
of  $75  billion  in  the  year  2000! 

Freezing  spending  or  some  variant  would  not  be  easy  for  a  government  and  a  citi- 
zenry accustomed  to  business  as  usual.  Just  as  in  the  case  o?  agreeing  first  to  bal- 
ance the  budget  and  then  resolve  the  details,  the  important  thing  is  to  agree  on 
principles  and  then  apply  them  to  specific  programs  and  agencies. 

First,  ask  whether  tnis  is  a  legitimate  government  function.  If  not,  put  it  in  the 
private  sector.  Second,  ask  whether  the  program  is  truly  a  federal  responsibility, 
and  in  the  spirit  of  the  long-neglected  10th  Amendment,  send  those  that  aren't  back 
to  the  states.  Third,  of  the  programs  that  are  left;,  identify  those  that  are  causing 
harm  and  terminate  them.  Fourth,  of  the  remaining  core  programs,  identify  those 
that  can  be  improved — their  administration,  indeed  their  whole  approach.  Consider 
what  you  woula  do  if  you  applied  these  simple  principles. 

You'd  privatize  Amtrak  (on  the  brink  of  bankruptcy),  the  Power  Marketing  Ad- 
ministrations (19  out  of  20  watts  of  power  in  this  country  are  distributed  by  private 
companies),  the  Naval  Petroleum  Reserve  (the  Strategic  Petroleum  Reserve  is  more 
than  sufficient),  the  Tennessee  Valley  Authority  (it  would  make  a  fine  private  com- 
pany), the  rural  electric  and  telephone  cooperatives  (the  public  interest  portions  of 
their  jobs  were  finished  decades  ago),  the  National  Institutes  of  Hesdth  (would  be 
run  more  efficiently  and  attract  the  best  talent),  the  U.S.  Weather  Service  (which 
competes  directly  with  private  outfits  such  as  Accu- Weather),  much  of  the  electro- 
magnetic spectrum  (let  the  market  determine  the  best  user),  the  national  helium 
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plant  (a  critical  material  for  what — dirigibles?),  and  last  but  not  least,  the  U.S.  Post- 
al Service  (and  eliminate  its  monopoly  on  letter  mail!).  The  yearly  subsidies  (direct 
and/or  indirect)  would  be  eliminated,  and  their  sales  would  generate  tens  of  billions 
of  dollars  in  revenue. 

This  is  just  for  starters.  Why  should  the  federal  government  be  far  and  away  the 
largest  land  owner  in  this  country.  It's  not  as  though  the  feds  are  the  greatest  stew- 
ards. Indeed,  why  not  contract  out  to  private  groups  to  run  the  National  Parks  and 
manage  the  National  Forests? 

Eliminate  the  Department  of  Education — send  control  over  instruction  back  to  the 
states  (as  recommended  by  both  Bill  Bennett  and  Lamar  Alexander),  put  research 
in  another  department,  and  provide  a  federal  guarantee  of  loans  from  the  private 
sector  to  finance  higher  education.  Eliminate  the  National  Endowment  for  the  Arts 
(a  basket  case),  the  National  Endowment  for  the  Humanities  (Lynn  Cheney  says  to 
give  its  functions  over  to  the  states  and  the  private  sector),  the  Interstate  Commerce 
Commission  (if  it  ever  had  a  public-interest  rationale,  that's  long  since  passed),  the 
Appalachian  Regional  Commission  (outmoded  and  inefficient),  and  subsidies  for 
mass  transit  (literally,  money  down  a  dark  hole). 

Make  numerous  reforms.  For  example,  phase  in  modifications  to  Social  Security 
to  guarantee  that  people  get  back  what  they  and  their  employers  have  paid  in  plus 
interest,  but  means  test  me  Ponzi  (redistribution)  part.  Replace  both  Medicare  and 
Medicaid  with  a  means-tested  insurance  voucher  that  would  get  both  the  federal 
and  state  governments  out  of  the  business  of  direct  controls  over  medical  care — ^thus 
relying  on  private  sector  incentives  to  increase  efficiency  and  giving  consvuners 
broader  choice  in  medical  services.  Ditto  for  Veterans'  medical  care — more  compas- 
sion at  lower  cost.  Completely  revamp  federal  welfare  programs  by  devolving  them 
to  the  states — not  only  to  save  money,  but  more  importantly  to  reverse  the  cycle  of 
dependency,  prevent  the  destruction  of  families,  and  build  character  rather  than  de- 
stroy it. 

Drop  the  National  Service  Corps — a  statist  threat  to  our  liberties.  End  funding 
of  public  broadcasting — people  wno  play  the  Washington  Monument  Game  (if  you 
cut  my  budget  one  dollar  the  first  to  go  will  be  Bert  and  Ernie)  while  sitting  atop 
assets  worth  billions  of  dollars  deserve  to  be  cut  off  promptly.  End  the  financial 
intermediaries'  access  to  the  U.S.  Treasury — FHA,  Freddie  Mac,  and  Sally  Mae  are 
in  essence  private  companies  and  should  be  run  that  way. 

Put  the  Legal  Services  Corporation  on  the  block — it  squanders  resources  and  fi- 
nances litigation  that  is  meddlesome  at  best  and  harmful  at  worst.  Revamp  the 
farm  program  to  rely  on  signals  fi-om  the  fi-ee  market — not  on  signals  from  the  fed- 
eral government,  which  perpetuates  poor  land  use  and  impoverishes  farmers  gen- 
erally while  enriching  a  lew  in  particular.  Defiind  the  EPA's  Berzerker  crew — espe- 
cially those  running  around  the  country  labeling  every  mudhole  a  "wetland."  (Col- 
lapse the  programs  of  the  Small  Business  Administration  by  putting  a  small  busi- 
ness advocacy  operation  in  the  Department  of  Commerce  and  ending  the  SBA's 
highly-abused  and  non-essential  loan  program.  Privatize  the  Railroad  Retirement 
Board  (give  it  a  one-time  grant,  to  make  good  on  the  federal  government's  part  of 
the  original  bargain). 

Go  to  multi-year  budgeting  for  Defense.  Revamp  the  procurement  process  to  rely 
more  on  off-the-shelf  purchases  and  competition  rather  than  sole-sourcing.  Quit 
using  the  defense  budget  as  fodder  for  reelection  campaigns. 

Impose  standards  tor  productivity  improvement  and  fund  accordingly — ^that  is, 
ape  the  private  sector,  where  if  you  don't  improve  productivity  you  die. 

Strip  back  excesses  of  the  Equal  Employment  Opportunity  Commission.  Termi- 
nate most  programs  of  the  Department  of  Housing  and  Urban  Development — unless 
you  and  the  President  can  focus  on  empowering  home  owners  rather  than  building 
(institutional  as  well  as  physical)  monuments  to  failure. 

This  list  is  not  by  any  means  exhaustive  of  actions  that  should  be  taken  to  reduce 
federal  outlays.  Nor,  certainly,  does  the  list  address  other  worthwhile  objectives, 
such  as  improving  the  performance  and  accountability  of  government  (e.g.,  term  lim- 
its), or  reversing  the  hostility  of  federal  programs  to  families  (e.g.,  the  "marriage 
penalty"  in  the  income  tax  code),  or  taking  the  Fifth  Amendment  seriously  to  protect 
private  property  from  confiscation  without  just  compensation.  But  it  is  an  agenda 
that  you  in  Congress  and  the  President  can  sink  your  teeth  into.  And  if  you  do, 
surely  no  one  will  ever  again  question  whether  the  budget  can  be  balanced  by  2002. 

Mr.  Chairman  and  Members  of  the  Committee,  thank  you  very  much. 
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Mr.  Shays.  Mr.  Wright,  you  have  the  floor. 

STATEMENT  OF  JOSEPH  R,  WRIGHT,  JR.,  FORMER  DEPUTY 
DHIECTOR,  OFICE  OF  MANAGEMENT  AND  BUDGET 

Mr.  Wright.  OK.  Thank  you,  Mr.  Chairman.  I  would  like  to  sub- 
mit my  testimony  for  the  record  and  just  make  a  few  brief  com- 
ments. 

First  of  all,  I  have  heard  many  amongst  the  Members  of  Con- 
gress on  both  sides  of  the  aisle  say  that  they  were  disappointed 
with  the  President's  budget.  And  I  totally  agree  with  that. 

I  am  going  to  be  a  little  harsher  than  my  colleague  Jim  Miller 
on  it,  because  I  would  not  only  sav  that  the  President  did  punt  on 
this  budget,  but  he  also  punted  backwards.  And  to  punt  at  this 
time,  when  he  has  a  Congress  that  is  like  this,  that  is  willing  to 
take  manv  of  the  recommendations  to  reduce  the  deficit,  particu- 
larly on  the  spending  side,  and  then  to  propose  a  deficit  of  around 
$200  billion  for  each  of  5  years,  I  think  is  absolutely  missing  an 
opportunity  and  infringes  on  being  outrageous. 

I  make  a  statement  in  my  testimony  that  the  deficit  will  prob- 
ably go  up  after  5  years  over  the  $200  billion  level. 

Mr.  Chairman,  I  would  like  to  revise  that.  It  will  definitely  go  up, 
not  only  after  5  years,  but  during  those  5  years,  because  there  will 
be  some  supplemental  declared  for  an  emergency.  And  this  is  one 
of  the  few  places  in  the  entire  world  where  emergency  funding  does 
not  come  out  of  some  other  spending  of  lower  priority.  It  just  gets 
added  on.  So  what  you  are  looking  at  is  a  total  abdication  of  re- 
sponsibility by  the  President. 

The  revenues  are  projected  to  go  up  by  $364  billion,  Mr.  Chair- 
man, in  5  years.  Now  tnat  should  be  plenty  for  anybody,  $364  bil- 
lion. But  the  President  actually  proposes  costs  to  go  up  more. 

Now,  Director  Rivlin  made  a  comment  I  believe  on  the  news  the 
other  night  that  this  proposal  was  a  starting  point.  Mr.  Chairman, 
I  would  hate  to  see  the  ending  point.  Because  normally,  the  Presi- 
dent goes  and  proposes  one  of  the  toughest  budgets  that  can  be 
proposed,  and  then  the  Congress  adds  to  it.  And  so  therefore  this 
is  not  a  good  starting  point.  I  hope  that  this  Congress  is  different, 
and  I  believe  it  is. 

Now,  the  interesting  thing  also  is  the  deficits  that  are  included 
in  the  President's  budget  are  actually  $60  billion  more  than  were 
estimated  last  year  during  the  mid  session.  What  happened  in  the 
last  6  months?  The  economics  are  approximately  the  same.  What 
happened? 

Now,  while  Medicare  and  Medicaid  account  for  40  percent  of  the 
growth  in  spending  over  that  5  years,  there  are  no  proposals,  abso- 
lutely none  at  all,  to  reduce  that  growth.  There  are  only  extensions 
of  the  1993  act  and  some  disagreements  with  CBO.  There  are  no 
savings  for  welfare;  there  are  no  real  savings  for  the  ag  subsidies. 
I  think  they  are  down  about  $1V2  billion.  That  is  not  much,  Mr. 
Chairman,  it  really  isn't,  not  for  a  program  like  that. 

And  there  are  the  program  and  agency  terminations  and  consoli- 
dations, I  believe  in  total  there  are  about  400  of  them.  You  are  end- 
ing up  with  around  $2  billion  in  savings,  approximately,  with  some 
cost  increases,  and  very  little  administrative  savings,  for  400  pro- 
grams. You  know  what  that  is  like?  That  is,  what,  $5  million  a  pro- 
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gram?  And  some  of  these  programs  are  huge.  So  as  far  as  I  am  con- 
cerned, that  was  not  reinventing  government,  that  is  a  repainting 
job.  And  with  the  Congress  basically  inviting  the  President  to  come 
in  and  make  some  hard  decisions,  it  is  not  the  time  for  repainting 
and  redecorating.  So  I  agree  with  Jim  Miller,  the  President  had  the 
right  idea,  he  just  didn't  pursue  it. 

Now,  Mr.  Chairman,  as  a  taxpayer,  I  do  not  want  a  more  effi- 
cient agency  that  should  not  exist  in  the  first  place.  I  do  not  want 
a  report  that  is  more  accurate  and  more  timely  that  is  not  needed. 
And  I  do  not  want  a  program  that  is  skimmed  down  that  is  totally 
wasteful  and  should  be  eliminated  in  the  first  place.  And  in  part 
that  is  what  we  have  here.  I  list  many  agencies  and  programs,  just 
the  way  Jim  Miller  did,  that  should,  in  my  opinion,  be  closed  down. 

Mr.  Chairman,  there  is  a  mistake  on  page  6  where  I  mention  the 
National  Endowment  for  the  Arts  and  Humanities  that  spends 
$173  million,  and  I  question  whether  or  not  it  should  exist. 

Let  me  correct  that.  The  National  Endowment  for  the  Arts 
spends  $173  million,  up  $5  million  over  last  year.  The  National  En- 
dowment for  the  Humanities  is  $182  million  on  top  of  that,  up  $5 
million  in  the  next  year.  And  the  Institute  for  Museum  Sciences  is 
$29  million,  up  $1  million.  The  total  for  these  three  is  $383  million, 
up  $11  million.  And  all  I  can  think  of,  Mr.  Chairman,  is  the  Presi- 
dent is  probably  tr3dng  to  get  your  committee  a  little  irritated  with 
those  proposals  at  this  time. 

Now,  it  is  not  like  there  is  a  dearth  of  ideas  on  how  to  cut  the 
budget.  There  are  many  of  them.  I  mentioned  in  my  testimony  the 
Citizens  Against  Grovemment  Waste.  The  reason  I  mention  them  as 
they  did  put  together  a  fairly  good  summary,  a  listing  of  many  rec- 
ommendations in  1994,  amounting  to  $1.3  trillion  in  savings  over 
5  years. 

Now  I  may  not  agree  with  all  of  them,  Mr.  Chairman,  and  mem- 
bers of  the  committee,  but  it  is  a  pretty  good  listing;  and  $560  bil- 
lion of  those  savings  come  from  the  nonpolitical,  nonpartisan  Con- 
gressional Budget  Office.  They  are  going  to  update  this  soon.  There 
will  be  about  $1.2  trillion  in  savings. 

But  the  interesting  thing  is  during  the  last  vear,  only  $50  to  $55 
billion  over  5  years  were  accepted  as  possible  reductions  in  this 
$1.6  trillion  government. 

Now,  I  have  copies,  Mr.  Chairman,  up  here  in  case  anybody 
would  like  to  see  them.  They  will  be  updated  in  the  next  2  weeks. 

I  also  mention  the  bipartisan  Commission  on  Entitlements  and 
Tax  Reform  that  was  chaired  by  Senators  Kerrey  and  Danforth.  I 
was  very  disappointed  to  see  very  little,  if  any,  of  their  rec- 
ommendations in  the  President's  budget.  It  looks  like  those  rec- 
ommendations were  not  heard,  read,  or  seriously  considered  at  all. 

And  finally,  as  part  of  the  Citizens  Against  Government  Waste, 
you  have  the  "Common  Sense  Plan"  that  was  coauthored  by  Con- 
gressmen Penny  and  Kasich  in  1993,  that  offered  $103  billion  in 
savings  over  5  years,  and  I  don't  know  how  many  of  those  were  ac- 
tually implemented.  So  the  point  is,  there  are  many  recommenda- 
tions as  to  how  to  reduce  spending.  It  just  seems  that  very  few  of 
them  have  been  taken  to  date.  And  in  my  experience  in  DC,  Mr. 
Chairman,  and  members  of  the  committee,  a  decision  not  to  cut 
costs  is  a  decision  to  raise  taxes. 
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Now,  and  this  committee  I  know  understands  that  this  is  an  ex- 
ercise that  is  more  than  a  budget  exercise.  It  really  is  defining  the 
proper  role  of  government. 

I  include  some  talking  points  from  the  Committee  for  a  Respon- 
sible Federal  Budget  that  basically  lists  some  of  what  they  think 
to  be  the  core  functions  of  government.  Jim  Miller  gave  some  other 
suggestions.  I  know  that  that  is  the  way  this  committee  is  ap- 
proaching this,  rather  than  just  a  budget  cut. 

And  you  have  plenty  of  ideas  and  I  know  that  you  are  thinking 
this  way.  But  my  advice,  Mr.  Chairman  and  members  of  the  com- 
mittee, is  be  bold  now.  We  have  been  too  timid  for  too  many  years. 
You  have  got  to  be  bold  now.  And  that  is  what,  in  my  opinion,  what 
the  last  election  was  all  about,  real  change.  Not  just  the  prune  and 
the  trim  job  that  we  see  in  this  President  s  budget. 

Now  I  know  that  Director  Rivlin  fought  for  lower  spending  and 
deficits  in  the  White  House.  And  I  know  that  she  lost  that  fight. 
So  I  have  got  to  hand  it  to  her.  But  I  simply  wish  that  we  would 
have  had  this  Congress  to  work  with  during  the  days  of  Ronald 
Reagan.  So  I  congratulate  you  on  this  opportunity  that  you  have 
and  would  be  happy  to  answer  any  questions  that  you  may  have. 

Mr.  Shays.  Thank  you. 

[The  prepared  statement  of  Joseph  Wright  follows:] 

Prepared  Statement  of  Joseph  R.  Wright,  Jr.,  Former  Deputy  Director, 
Office  of  Management  and  Budget 

Mr.  Chairman  and  members  of  the  Committee,  I  appreciate  the  opportunity  to  ap- 

Eear  before  you  today  to  present  my  views  on  President  Clinton's  fiscal  year  1996 
udget  proposal.  I  ynH  try  to  be  brief:  this  proposal  reflects  a  total  aboication  of 
presidential  leadership  and  responsibility  in  tnat  it,  if  taken  at  face  value,  is  "cruel" 
to  fatvire  generations  oy  loading  them  down  with  debt  in  order  to  posture  politically 
and  force  the  Congress  to  make  the  hard  decisions.  I  join  many  of  you  in  being  dis- 
appointed with  this  budget  proposal. 

First  of  all,  let  me  summarize  my  general  feeling  on  the  numbers  in  the  presi- 
dent's proposal: 

The  President  actually  proposes  that  budget  deficits  at  the  Federal  level  stay  at 
around  $200  billion  for  5  years  (and  they  will  probably  go  up  alter  that). 

As  a  residt,  between  fiscal  year  1995  and  fiscal  year  2000  the  national  debt  will 
grow  fi-om  $5  trilUon  to  $6.7  trillion,  an  increase  of  35.3  percent,  resulting  in  the 
interest  on  the  national  debt  rising  fix)m  $267.8  bilUon  in  fiscal  year  1995  to  $367.9 
billion  in  fiscal  year  2000,  or  37.4  percent.  This  means  that  the  interest  on  the  debt 
will  be  equal  to  48.6  percent  of  the  individual  income  taxes  collected  by  the  Federal 
Government  in  fiscal  year  2000. 

Despite  the  President's  income  tax  proposals,  revenues  are  projected  to  increase 
$364  billion  between  fiscal  year  1995  and  fiscal  year  2000  or  27  percent  which  is 
more  than  enough  to  bring  the  budget  to  balance — the  problem  is  that  spending  is 
projected  to  increase  $368  billion  in  the  same  period,  which  "freezes"  the  deficit  at 
todfl.v's  IgvgIs 

And  these  proposed  deficits  between  the  fiscal  year  1995  and  fiscal  year  2000  are 
about  $60  billion  more  than  the  President  estimated  for  these  same  years  in  1994 — 
about  the  same  amount  as  the  estimated  revenue  loss  fi"om  the  proposed  tax  cuts. 

A  large  part  of  the  $81  billion  in  net  deficit  reduction  over  5  years  comes  from 
extending  the  "caps"  on  discretionary  spending  for  2  more  years,  adjusting  for  pro- 
jected inflation  on  the  front  end,  and  then  cutting  below  the  inflated  level— saving 
$68  bilUon. 

In  the  area  of  the  largest  and  fastest  growing  parts  of  the  budget  (but  the  tough- 
est poUtical  areas)  there  are  almost  no  proposals  at  all!  Entitlements  will  grow  from 
approximately  49  percent  to  almost  55  percent  in  5  years  while  Medicare  and  Medic- 
aid alone  account  for  around  40  percent  of  the  total  "growth"  in  spending.  And  there 
are  differences  in  spending  forecasts  between  the  President  and  The  Congressional 
Budget  Ofiice  [CBO]  for  Medicare  over  5  years  of  almost  $24  billion  and  for  Medic- 
aid of  almost  $44  billion.  Are  these  false  savings? 

There  are  also  no  savings  proposals  for  welfare  reform. 
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Finally,  a  responsible,  but  politically  tough  budget  proposal  could  mathematically 
result  in  a  balanced  budget  in  fiscal  year  1999  when  a  real  "fi-eeze"  on  spending 
would  probably  come  close  to  the  revenue  forecast  of  $1.6  trillion.  So  it  can  be 
done — particulsu'ly  by  the  year  2002! 

I  will  not  specincfidlv  comment  on  the  President's  economic  forecasts  but  will  only 
add  that  I  understand  that  if  the  President  used  the  forecasts  of  the  Congressional 
Budget  OfBce  [CBO],  the  deficits  over  5  years  would  be  $156  billion  higher.  This 
is  not  comforting. 

Now,  Mr.  Chairman,  while  I  obviouslv  have  serious  problems  with  the  President's 
budget  proposal  as  a  whole,  I  would  like  to  applaud  nis  efforts  (and  those  of  Vice 
President  Gore)  on  their  "Reinventing  Government"  initiatives.  There  are  some  very 
good  proposals  in  this  effort — ^but  tiiey  do  not  go  anjrwhere  far  enough  given  the  se- 
rious deficit  constraints  we  face  today.  While  I  have  not  had  an  opportunity  to  read 
all  of  the  proposals,  I  have  made  the  following  observations: 

The  President  proposes  terminating  131  programs — but  the  outlay  savings  in  fis- 
cal year  1996  are  only  $460  million  with  reduced  budget  authority  of  around  $2  bil- 
lion— this  is  only  $15  million  per  program.  And  if  the  Department  of  Defense  pro- 
curement/R&D  projects  are  not  included — this  is  only  $10  million  per  domestic  pro- 
gram! The  Interstate  Commerce  Commission  [ICC]  is  the  only  real  "entity"  ehmi- 
nated.  What  happened  to  the  Departments  of  Energy,  Education,  Transportation, 
and  Housing  and  Urban  Development?  Why  did  the  Small  Business  Administration 
[SBA]  survive?  The  Riu-al  Electrification  Administration  [REA]?  The  Appalachian 
Regional  Commission  [ARC]?  The  Economic  Development  Administration  [EDA]? 
Why  is  Amtrak  still  on  the  "dole"  and  why  is  the  Federal  Housing  Authority  [FHA] 
proposed  as  a  "government-owned"  corporation  instead  of  totally  privatized?  Why 
should  the  National  Endowment  for  the  Arts  and  Humanities,  with  its  $173  million 
budget,  survive — much  less  get  a  $1  million  increase? 

The  President  also  proposes  consolidating  another  271  programs  that  results  in 
an  increase  in  outlay  spending  in  fiscal  year  1996  of  $64  million.  Why  is  this?  Many 
of  these  programs  shouldn't  even  exist!  Why  keep  the  funding  of  the  Community  De- 
velopment Grant  program,  the  Economic  Development  Imtiative  and  the  imex- 
[)enaed  funds  from  the  Urban  Development  Action  Grant  program  alive?  Why  estab- 
ish  funds  for  the  Public  Housing  Agencies — why  not  a  voucher  system?  Do  we  real- 
ly need  a  $10  billion  Unified  Transportation  Infrastructure  Investment  Program 
that  funds  a  new  "State  Infrastructure  Bank"  at  $2  billion  and  funds  discretionary 
proiects  at  another  $1  billion?  I  don't  think  we  can  afford  all  these  consolidations 
if  the  result  is  increased  expenditures.  And  it  appears  that  little,  if  any,  administra- 
tive savings  are  realized  from  these  consolidations  of  programs — this  should  be  seri- 
ously looked  at. 

And  while  the  President  called  for  over  $6  billion  in  savings  in  86  programs  in 
fiscal  year  1996 — he  also  asked  for  over  $9.5  billion  in  increases  in  around  88  pro- 
grams. This  is  not  a  deficit  reduction. 

So,  while  I  am  truly  pleased,  agadn,  to  see  many  of  the  "Reinventing  Government" 
initiatives,  they  have  the  overall  result  in  this  budget  of  resembling  a  repaint  job 
on  a  house  that  is  falling  down  and  needs  a  new  foundation!  As  a  taxpayer,  I  do 
not  want  a  more  efficient  agency  that  should  not  exist  at  all — or  a  more  accurate 
report  that  is  not  needed — or  a  consolidated  progrsun  that  has  long  outlived  its  use- 
fulness and  is  now  only  wasteful! 

So,  this  committee  has  a  difficult  job  in  front  of  it.  But  there  have  been  a  number 
of  good  reports  prepared  that  present  recommendations  for  reducing  the  cost  and 
scope  of  trie  Federal  Government.  In  1994,  the  "Citizens  Against  Government 
Waste"  prepared  a  compendium  of  proposals  from  various  sources  that  could  result 
in  savings  over  5  years  of  more  them  $1  trillion.  I  have  these  proposals  available 
to  the  Committee  for  your  review  and  they  are  currently  being  updated — but  you 
can  see  that  the  majority  of  savings  come  from  the  nonpartisan,  nonpolitical  CBO: 
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Recommendations  by  Citizens  Against  Government  Waste  to  Reduce  the  Deficit 

[Millions  of  dollars] 

1-year  savings  5-year  savings 

Public  sources: 

Congressional  Budget  Office 

National  Performance  Review 

President  Clinton,  Vision  of  Change  for  America 

Current  Congressional  Proposals 

Private  sources: 

Grace  Commission 28,276  110,649 

Citizens  Against  Government  Waste  (and  Ttie  Cato  Institute.  Mr.  Martin  Gross, 
The  Heritage  Foundation,  and  the  Department  of  Health  and  Human  Services 
Inspector  General) 58,477 301,941 

Total  186,842  1.301.858 

While  I  do  not  necessarily  endorse  all  of  these  proposals,  they  do  seem  to  con- 
stitute one  of  the  more  complete  lists  of  ideas  from  a  variety  of  well-respected 
sources. 

And  I  am  disappointed  that  the  "Bipartisan  Commission  on  Entitlement  and  Tax 
Reform"  chaired  by  Senators  Kerrey  and  Danforth  were  not  taken  more  seriously. 
They  should  be  revisited.  As  they  reported  to  the  President:  "*  *  *  the  government 
must  act  now.  A  bipartisan  coalition  of  Congress,  led  by  the  President,  must  resolve 
the  long-term  imbalance  between  the  government's  entitlement  promises  and  the 
funds  it  will  have  available  to  pay  for  them  *  ♦  *  life  looks  good  for  the  next  5 
years.  However,  the  next  30  years  is  a  period  of  significant  increases  in  entitlement 
costs  plus  net  interest.  Two  crucial  moments  conspire  to  make  our  lives  miserable 

*  *  *  the  first  moment  is  the  year  2001  when  the  Medicare  Hospital  Insurance  pro- 
gram (currently  funded  with  a  2.9  percent  payroll  tax)  becomes  insolvent.  Rapidly 
rising  health  care  costs  and  longer  life  spans  combine  to  make  our  policy  choices 
very  difiQcult  ♦  ♦  ♦  the  second  crucial  moment  [is]  in  2008  [when]  the  first  of  the 
Balay  Boom  generation — ^Americans  who  are  now  48  years  old — will  begin  to  retire 

*  *  *"  They  also  recommended  that  "we  change  our  current  laws  to  create  a  fiiture 
in  which  we  balance  our  entitlement  commitments  and  the  fiinds  available  to  honor 
those  promises."  The  President's  fiscal  year  1996  budget  appears  to  have  ignored 
these  recommendations — or  even  these  findings. 

Mr.  Chairman,  what  you  are  doing  today  and  this  vear  is  not  just  a  budget  exer- 
cise. You  and  your  colleagues  in  Congress  have  a  cnance  to — not  only  reduce  the 
deficit  in  a  fiscally  responsible  manner — but  to  reshape  the  role  and  responsibihties 
of  the  Federal  (jovemment.  But  you  should  start  Dy  looking  at  what  that  role 
"should  be" — not  changing  what  it  "has  been."  The  Committee  for  a  Responsible 
Federal  Budget  recently  prepared  a  paper  on  what  the  "core  business"  of  the  central 
government  should  be — ^I  have  included  it  as  an  attachment.  I  know  this  review 
would  be  a  tougher  path  to  take  for  the  Committee  than  just  cutting  budgets — but 
I  think  that  is  what  the  American  people  asked  for  last  November  and  I  would  be 
willing  to  assist  the  Committee  in  this  effort  in  anv  way  where  I  can  be  helpfiil. 

Thank  you  for  the  opportunity  to  appear  before  this  committee.  I  will  be  happy 
to  answer  any  questions  that  you  may  have. 

CORE  BUSINESS 

What  are  the  core  businesses  of  the  Federal  Government?  What  must  the  Federal 
Government  do?  What  are  the  roles  and  responsibilities  of  States  and  local  govern- 
ment? What  can/should  the  private  sector  do  better  or  more  effectively  than  govern- 
ment can  do? 

The  Federal  role: 

National  Defense. 

Border  protection  and  Immigration  policy. 

International  Relations. 

Environmental  Protection  across  State/International  Borders. 

Maintain  a  fair  and  consistent  legal/regulatory  environment,  e.g.: 

Patent,  copyright,  and  contract  law. 

Health  and  safety  regulations  (food  safety,  transportation  safety,  etc.)  and 
consumer  protection  in  commerce,  communications  and  technology  across  State/ 
International  Boarders. 

Public  Landa/PubUc  Resource  Management. 
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Law  Enforcement,  Interstate  and  International. 

Transportation— Completion  of  the  Interstate  Highway  System,  Air  TrafBc  Con- 
trol, Inland  Waterways. 

Support  for  Basic  Research,  weather  service,  etc.,  highly  concentrated  costs/widely 
dispersed  benefits  for  the  entire  country  and  the  whole  population. 

Income  Support  and  Social  Services. 

Effective,  efficient  management  of  all  government  functions. 

The  greatest  debate  and  uncertainty  about  divisions  of  responsibility  between  the 
Federal  government  and  States  continues  to  be  in  the  areas  of  Income  Security  and 
Social  Services. 

Social  Security  and  Medicare  are  two  of  the  most  popular  Federal  programs  ever 
conceived.  However,  taxes  dedicated  to  pay  for  those  two  programs  subsume  7  per- 
cent of  GDP  today,  twice  the  percent  of  GDP  they  subsumed  on  average  in  the 
1960's. 

Current  laws  and  policies,  if  continued,  will  continue  to  subsume  an  ever-greater 
percent  of  GDP  to  pay  for  Social  Security  and  Medicare,  well  into  the  21st  century. 

The  choice  is  simple:  restrain  the  rates  of  growth  in  those  two  programs,  the  rest 
of  government  must  shrink  very  substantially,  total  federal  revenues  must  increase 
as  a  percent  of  GDP,  or  government  must  continue  to  borrow,  running  up  deficits 
and  debt. 

Federal  employee  pensions,  health  care,  etc.,  are  part  of  a  total  compensation 
package.  They  shoula  be  evaluated  in  that  context.  The  Federal  government  may 
De  the  last  remaining  employer  in  the  United  States  to  consider  separately  casn 
compensation,  health  care,  pensions  and  other  compensation  issues. 

Ouier  Health  Care  Programs.  Medicaid  may  be  the  most  serious  cause  of  tension 
between  the  Federal  government  and  States  today.  Increased  Medicaid  costs  com- 

grise  more  than  100  percent  of  total  spending  increases  in  some  State  budgets, 
tates  have  limited  control  over  those  costs,  as  they  derive  largely  from  feoeral 
mandates. 

Should  the  Federal  government  provide/pay  for  health  care?  For  whom?  How? 

Should  health  care  tor  the  indigent  be  a  Federal  responsibility?  If  the  Federal  gov- 
ernment defines  the  eligible  population  and  the  benefits  they  receive,  should  the 
Federal  government  also  pay  the  bills?  If  States  define  eligibility  and  benefit  levels, 
should  the  Federal  government  pick  up  all  or  part  of  the  cost?  How  much?  Whv? 

If  the  Federal  government  is  to  be  the  "health  insurer  of  last  resort"  for  the  needy, 
can  it  fulfill  that  role  best  through  public  health  clinics,  the  current  grant  system 
which  reimburses  for  fee-for-service  medicine,  or  through  capitated  grants  (with 
States  as  either  presumptive  or  competitive  delivery  agents)? 

Cash  Assistance.  The  principal  welfare  program,  Aid  to  Families  with  Dependent 
Children  or  AFDC,  is  child  based.  Parents  get  aid  based  because  they  have  cnildren. 
The  Federal  Government  is  not  in  tiie  business  of  providing  cash  grants  to  healthy 
adults  who  do  not  have  children.  Thus  the  controversy  about  what  to  do  about  chil- 
dren of  welfare  recipients  who  do  not  go  to  work  or  do  whatever  else  government 
wants  them  to  do.  Supplemental  Security  Income  [SSI]  replaced  the  old  Aged,  Blind 
and  Disabled  program.  Many  if  not  most  beneficiaries  are  elderly.  Pasonents  are 
based  on  disability  and  incomes,  the  only  questions  are:  how  disabled  and  how  poor 
should  recipients  be  to  qualify  for  assistance? 

Food  and  Nutrition  Programs.  Food  Stamps,  WIC,  Child  Lunch  programs,  etc.,  all 
tend  to  become  more  costly  than  cashing  out  such  programs  likely  would  be,  for  two 
reasons: 

We  extend  elibility  for  these  programs  to  people  with  incomes  too  high  to  qualify 
for  cash  assistance;  and 

Farmers,  food  processors  and  distributors,  schools  and  other  ancillary  bene- 
ficiaries lobby  for  increases  in  the  programs. 

Housing  Assistance — two  distinctly  different  kinds  of  housing  assistance  pro- 
grams. 

Loans  and  loan  guarantees,  support  for  secondary  housing  loan  markets,  tax  pref- 
erences and  other  strategies  designed  to  promote  middle  class  home  ownership;  and 

Low  income  housing  assistance,  which  exhibits  the  same  tendencies  as  food  and 
nutrition  programs  to  become  more  costly  than  cash  assistance  likely  would  be,  and 
for  the  same  two  basic  reasons. 

The  Federal  government  has  had  almost  no  success  building,  financing,  maintain- 
ing and/or  managing  low  income  housing. 

Social  Services,  including  child  care  and  other  services  designed  to  enhance  the 
employability  of  needy  populations  and/or  improve  the  quality  of  life  for  poor  chil- 
dren. 

The  Federal  government  gives  tax  credits  to  working  families  for  child  care  and 
provides  child  care  and  other  child-directed  social  services  for  welfare  dependent 
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children,  largely  through  Head  Start.  Head  Start  also  is  generally  considered  to  be 
a  very  successful  pre-school  education  program.  But,  if  we  maintain  that  education 
is  primarily  a  State/local  responsibility,  the  justification  for  continuing  Head  Start 
should  depend  on  the  role  of  the  Federal  government  in  child  care  ana/or  providing 
social  services  to  the  indigent. 

This  is  a  good  example  of  decisions  about  what  to  cut  which  should  be  guided  by 
a  clear  strategy  and  definition  of  roles.  Political  leaders  should  resist  the  temptation 
to  continue  things  they  like  and  cut  out  things  they  don't  like. 

We  have  expressed  views  about  what  the  Federal  Role  should  be  in  discretionary 

erogrsuns.  the  discussion  above  raises  some  of  tJie  questions  and  issues  which  must 
e  resolved  if  the  Federal  Grovemment  is  to  enact  coherent,  strategically  consistent 
welfare  and/or  health  care  reform  initiatives. 

Domestic  Discretionary  Spending  programs  in  the  budget,  generally  were  de- 
signed to  meet  the  needs  of  the  country  in  the  1960's.  Programmatically,  vou  can 
make  a  case  that  many  if  not  most  of  these  efforts  failed.  But  they  succeeded  dra- 
matically in  an  unanticipated  way.  One  reason  the  Federal  government  became  in- 
volved in  funding  State/local  functions,  from  education  to  economic  development, 
was  that  State  and  Local  governments  were  deemed  incompetent  to  meet  these 
needs.  Federal  funding  may  not  have  improved  education,  or  reversed  the  decline 
of  our  cities,  but  it  did  facilitate  a  highly  successfiil  capacity  building  exercise. 
States  and  localities  today  clearly  are  up  to  the  tasks  they  face.  Arguably,  and  in 
many  instances,  they  manage  their  affairs  better  than  the  Federal  government.  (See 
attached  discussion  of  cutting  discretionary  Grants  to  States  and  Local  Govern- 
ments.) 

It  may  be  desirable  for  the  Federal  government  to  provide  some  funding  to  poor 
States/localities,  for  purposes  of  equalization,  but  the  organization  of  Congress 
makes  that  a  daunting  task.  Congress  is  unlikely  to  approve  funding  unless  benefits 
flow  to  at  least  218  Districts  and  51  States.  The  Federal  Government  might  do  bet- 
ter to  focus  on  putting  money  in  the  hands  of  poor  people,  on  the  grounds  that  pur- 
chasing power  would  increase  in  areas  where  there  are  high  concentrations  of  poor 
people.  That  might  be  accomplished  through  a  standard  federally  funded  welfare 
benefit,  with  no  Federal  participation  in  state  supplementation.  It  might  be  assisted 
by  aggressive  efforts  to  locate  Federal  facilities  (and  jobs)  in  economically  depressed 
areas.  It  might  be  accomplished  by  a  very  limited  revenue  sharing,  subject  to  annual 
review  through  the  appropriations  process. 

Credit  Activities.  This  is  another  area  which  requires  serious  examination.  The 
Federal  government  is  in  the  credit  allocation  business  big  time.  Federal  credit  pro- 
grams serve  the  purpose  of  advantaging  borrowing  for  selected  activities  (e.g. ,  home 
ownership,  student  loans)  over  others  and/or  encourage  lending  to  borrowers  who 
otherwise  would  not  qualify  and/or  for  purposes  for  which  institutions  otherwise 
would  not  make  loans.  Should  government  be  in  the  credit  allocation  business?  If 
so,  to  what  extent  and  for  what  purposes? 

Insurance  Programs.  The  Federal  government  insures  people/businesses  against 
losses  for  which  they  cannot  buy  private  insurance  and/or  for  which  they  otherwise 
could  not  afford  private  insurance.  Taxpayers  subsidize  these  programs.  To  what  ex- 
tent should  the  Federal  Government  continue  to  operate  insurance  programs,  for 
what  purposes  and  populations,  and  at  what  cost? 

Disaster  Assistance.  Disasters  tug  at  all  our  heart  strings.  Almost  everybody 
wants  the  Federal  government  to  provide  some  disaster  assistance.  But  some  who 
live  in  disaster  prone  areas  benefit  over  and  over  from  these  programs.  Some  effec- 
tively substitute  disaster  assistance  for  insurance.  Probably  tne  best  safeguard 
against  excessive  generosity  with  taxpayers'  dollars  in  the  face  of  disasters  is  to 
force  ourselves  to  budget  for  and  pay  these  costs  fi^m  regular  discretionary  alloca- 
tions under  whatever  expenditure  limits  Congress  enacts. 

If  the  Federal  government  is  to  meet  the  twin  objectives  of  a  balanced  budget  and 
tax  cuts,  however,  large  functions  of  Federal  activity  will  have  to  end  entirelv.  The 
basis  for  choosing  which  to  end  and  what  to  continue  should  begin  with  a  coherent 
strategy  and  end  with  a  vision  of  what  the  smaller,  leaner,  more  effective  and  effi- 
cient Federal  government  should  be  and  what  it  should  do. 
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Mr.  Shays.  The  committee  is  delighted  to  have  both  of  you  here. 
You  represent  not  just  an  economic  view,  you  have  been  at  the 
table  where  decisions  have  been  made,  you  know  what  you  rec- 
ommended to  Congress,  you  know  where  Congress  chose  not  to 
take  your  recommendations,  you  know  so  much  about  this  budget, 
so  we  are  eager  to  get  in  and  ask  some  questions. 

I  would  like  to  start,  and  I  am  going  to  start  with  5  minutes.  You 
will  get  a  little  bit  more  out  of  courtesy,  but  then  we  will  go  back 
and  forth. 

When  I  came  to  Congress  in  1987,  I  was  struck  by  the  feeling 
that  Republicans  didn't  want  to  cut  defense  and  Democrats  didn't 
want  to  cut  entitlements,  and  there  was  almost  this  basic  quiet 
agreement  that  both  would  get  what  they  wanted.  We  ended  up 
with  budgets  that  had  deficits.  And  now  we  are  paying  the  penalty. 

You  can't  really  see  this  chart  in  front,  but  we  have  a  general 
sense  that  the  blue  represent  all  the  entitlements  and  the  interest 
on  the  national  debt.  These  are  the  growth  of  what  is  happening 
there.  And  down  here,  we  have  basically  negative  growth  for  de- 
fense. International  is  negative;  domestic  is  a  0.1  percent  growth 
in  the  next  5  years,  based  on  the  President's  budget.  Two-thirds  of 
the  budget  is  on  automatic  pilot,  entitlements  and  interest. 

My  question  is,  how  do  we  get  at  the  entitlements?  Is  there  a 
way  that  we  can  take  some  of  the  entitlements  off  automatic  pilot 
and  put  them  on  as  a  general  appropriations?  I  believe  if  we  could 
do  that.  Members  of  Congress  would  say  they  don't  measure  up  to 
other  expenditures,  and  we  would  start  to  see  some  control  to  the 
entitlements.  Anyway,  to  get  some  entitlements  over  as  an  annual 
expenditure? 

Mr.  James  Miller.  First,  let  me  say  that  you  are  absolutely 
right  on  defense.  Since  1989,  the  last  budget  that  Joe  and  I  influ- 
enced, defense  spending  adjusted  for  inflation  has  fallen  by  exactly 
one-third.  It  is  one-third  lower  than  it  weis  at  that  time.  That  is 
outlays,  not  budget  authority. 

On  the  question  of  entitlements,  I  think  a  lot  needs  to  be  done 
with  entitlements.  I  am  not  enamored  with  the  argument  that  we 
should  fiddle  with  the  COLA,  fiddle  with  the  inflation  adjustment 
so  that  we  can  reduce  spending.  I  think  the  inflation  adjustment 
ought  to  be  based  on  inflation,  accurately  measured.  Government 
should  contract  with  people  in  real  terms,  not  in  nominal  terms. 
But  there  is  an  inherent  problem  in  the  way  we  put  together  our 
indices.  We  used  what  are  called  a  spares  index. 

Mr.  Shays.  I  don't  want  to  lose  my  5  minutes  here.  I  would  like 
to  just  get  some  real  concrete  proposals  on  how  we  can  make  enti- 
tlements annual  expenditures,  if  at  all  possible. 

Mr.  James  Miller.  Well,  as  I  said  in  this  testimony  with  regard 
to  Social  Security,  we  are  going  to  have  a  tragedy  in  the  next  25 
years  because  it  is  going  to  collapse.  We  have  got  to  address  this 
problem.  So,  you  should  start  with  the  principle  that  people  ought 
to  get  back  everything  they  paid  in,  plus  interest,  plus  what  their 
employer  paid  in,  plus  interest.  But  the  redistribution  part,  the 
Ponzi  part,  ought  to  be  means-tested.  That  is  No.  1. 

Mr.  Shays.  Once  they  have  gotten  back  everything  they  put  in, 
plus  the  employer,  plus  the  interest,  then  means-test  the  balance? 
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Mr.  James  Miller.  That  is  right.  You  should  means-test  the  re- 
distribution pari;. 

Mr.  Shays.  We  are  not  going  to  fool  around  with  Social  Security 
for  the  next  few  years,  so 

Mr.  James  Miller.  As  for  Medicare  and  Medicaid,  you  replace 
Medicare  and  Medicaid  programs  with  a  voucher  program  that  can 
be  used  in  the  private  sector,  and  utilizes  the  efficiency  of  the  pri- 
vate sector.  The  reason  Medicare  is  such  a  good  buy,  is  that  35  per- 
cent of  the  premium  is  subsidized  by  the  taxpayer.  You  could  pro- 
vide a  voucher  and  provide  35  percent.  But  to  use  the  private  sec- 
tor would  be  more  efficient. 

We  ought  to  revise  our  agricultural  program.  It  is  a  travesty.  It 
enriches  rich  farmers  and  impoverishes  poor  farmers.  We  need  to 
change  a  lot  of  the  other  entitlements  but 

Mr.  Shays.  Can  I  respond  to  those?  Particularly  Medicare  and 
Medicaid.  Would  you  privatize  them? 

Mr.  Wright.  Mr.  Chairman,  first  of  all,  I  would  not  have  an  on- 
going authorization  that  never  has  to  be  revisited.  I  think  you  are 
already  discussing  that  for  all  the  entitlement  programs. 

Mr.  Shays.  In  other  words,  let  me  just  be  clear  on  this,  you 
would  take  an  entitlement,  and  even  though  it  was  an  entitlement, 
in  other  words  you  fit  a  category,  you  get  the  money,  you  would 
have  us  have  to  redo  it  every  few  years  to  make  sure  that  we  really 
wanted  to  continue  the  entitlement? 

Mr.  Wright.  The  authorization,  absolutely.  It  will  cause  you  to 
take  a  look  at  it,  hopefully  from  a  base  value,  not  from  a  where- 
we-are  value. 

Now,  the  reason  you  are  now  on  automatic  pilot  is  because  the 
Congress  has,  for  political  reasons  over  the  years,  just  handed  the 
money  out  there  and  said  for  political  reasons  we  are  not  going  to 
revisit  this,  except  around  the  edges.  And  so  therefore  that  is  what 
I  would  do.  No.  1. 

On  Medicare,  what  Jim  said  in  terms  of  going  to  a  voucher  sys- 
tem, I  totally  support  that.  I  would  put  a  very  strong  means  test 
on  it,  which  I  do  not  believe  we  have  right  now.  I  would  also  put 
in 

Mr.  Shays.  On  Medicare? 

Mr.  Wright.  Yes,  sir.  I  would  also  put  in  a  catastrophic  health 
provision,  because  I  think  that  has  to  be  done.  We  tried  to  do  that 
in  the  last  couple  of  years  in  the  Reagan  administration  with  the 
Congress,  but  it  just  got  loaded  up  with  a  whole  series  of  revenue 
packages,  if  you  remember. 

Mr.  Shays.  OK  Thank  you  very  much. 

Mr.  James  Miller.  By  the  way,  this  budget  expands  Medicare 
spending. 

Chairman  Kasich.  Mr.  Sabo. 

Mr.  Sabo.  First,  Mr.  Miller,  I  think  your  number  on  the  move- 
ment to  date  on  pension  plans,  that  is  a  cost,  not  a  savings.  You 
better  look  at  tnose  numbers  again,  just  technically  for  your 
speeches.  I  also 

Mr.  James  Miller.  I  will  definitely  do  that. 

Mr.  Sabo.  Yes,  because  it  is  a  cost  to  the  discretionary  side.  I  am 
struck  by  the  inconsistencies  of  using  baseline  with  adjustments  for 
inflation.  Conservatives  always  want  to  say  they  are  never  relevant 
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to  domestic  programs,  but  are  relevant  to  defense  programs.  And 
some  of  my  liberal  friends  tend  to  do  it  the  opposite  way.  The  level 
of  consistency  is  not  great. 

But  I  am  curious,  both  of  you  had  significant  impact  on  the  work- 
ings of  government.  I  just  happen  to  have  in  front  of  me  a  table 
of  what  happened.  In  1981,  the  deficit  was  $79  billion,  2.7  percent 
of  GDP.  And  although  actual  dollars  are  relevant,  I  think  the  rela- 
tionship to  the  total  economy  is  also  relevant.  By  1983,  2  years 
later,  the  deficit  was  $208  billion  and  6.3  percent  of  GDP.  Then  it 
was  5,  5.3,  5.2. 

Mr.  Miller,  to  your  credit  in  1987,  1988,  1989  it  came  down— by 
1989  it  was  down  to  2.9  percent.  By  then.  Democrats  controlled 
both  Houses  of  Congress,  just  as  we  didn't  control  both  Houses  for 
6  years  of  the  Reagan  administration.  Then  it  exploded  again  dur- 
ing the  Bush  administration,  4  percent,  4.7,  4.9,  4.1.  By  1995,  it  is 
back  down  to  2-and-a-half  percent,  lower  as  a  percentage  of  GDP 
than  it  was  in  the  last  year  of  the  Carter  administration,  before  the 
explosion  that  occurred  for  whatever  reasons  during  the  Reagan 
administration. 

I  just  have  to  say,  I  think  it  is  a  fairly  significant  record  in  any 
kind  of  historical  terms.  When  you  may  come  harshly  talking  about 
the  President  today,  the  fact  is  his  program  has  reduced  the  deficit 
more  than  anything  and  returned  it  to  levels  below  where  it  was 
during  the  explosion  of  the  1980's  and  early  1990's. 

But  I  am  just  curious,  everything  is  easily  said  about  programs 
when  they  are  sort  of  abstract.  And  we  make  choices  day-to-day 
here.  And  both  of  you  have  a  great  deal  to  say  about  the  relation- 
ship between  the  Federal  Grovemment  and  State  government.  That 
is  an  issue  that  has  intrigued  me  for  25  years  or  more.  And  some- 
times I  would  agree  with  you,  sometimes  I  wouldn't.  I  am  curious 
what  you  think  of  the  bill  we  have  currently  on  the  floor  just  today. 
Because  that  becomes  real. 

We  passed  a  crime  bill  last  year.  I,  frankly,  voted  against  it  for 
a  variety  of  reasons.  For  one,  I  thought  we  spent  too  much  money. 
But  I  also  thought  as  I  looked  at  the  bill,  the  least  defensible  part 
of  it  was  for  the  Federal  Government  to  start  giving  money  to 
States  to  build  prisons.  That  is  something  that  is  not  a  steady  ex- 
penditure, but  comes  sporadically,  and  the  States  have — clearly, 
my  State  has  bonding  capacity  to  do  that.  But  now,  we  are  having 
a  revision  of  that  bill,  which  changes  that  funding  around  and  puts 
more  Federal  money  into  giving  grants  to  States  for  capital  con- 
struction of  prisons,  for  which  they  have  bonding  capacity.  And  at 
the  same  time  we  have  the  rhetoric  of  a  session  where  we  say 
States  have  great  wisdom,  but  to  get  this  money  they  have  to  fol- 
low the  Federal  guidelines  on  how  you  handle  the  sentencing  for 
the  States'  criminal  justice  system.  We  apparently  think  they  can 
totally  run  welfare,  which  has  been  a  traditional  Federal  program, 
but  in  the  criminal  justice  system,  which  traditionally  has  been 
State  and  local  in  this  country,  we  are  concluding  they  don't  know 
anything. 

Is  this  a  wise  decision  that  we  are  going  to  make  maybe  in  an 
hour  or  two,  to  pass  this  type  of  revision? 

Mr.  James  Miller.  Well,  let  me  say  that.  No.  1,  this  whole  busi- 
ness of  strings  bothers  me;  the  whole  business  of  having  the  Fed- 
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eral  (jovemment  provide  the  money  to  the  States  to  make  those  de- 
cisions. I  would  devolve  some  of  these  responsibilities  to  the  States 
and  let  the  States 

Mr.  Sabo.  Here  we  are  not  talking  about  theory.  We  are  talking 
about  a  bill  we  are  going  to  vote  on  in  2  or  3  hours,  which  is  going 
to  expand  our  contribution  for  construction  programs  in  the  States, 
for  which  they  have  bonding  capacitv.  And  we  are  going  to  make 
the  funding  contingent  on  them  adopting  sentencing  provisions 
which  we  think  are  right,  regardless  of  how  they  have  written 
them.  The  law  and  their  words  have  to  fit  our  law.  Is  this  a  wise 
thing  we  are  doing? 

Mr.  James  Miller.  I  apologize  for  talking  in  theory,  Mr.  Sabo, 
because  I  have  not  read  the  bill.  So  I  can't  comment  on  the  specif- 
ics. That  is  the  reason  I  was  sort  of  giving  general  principles. 

Mr.  Sabo.  Mr.  Wright? 

Mr.  Wright.  Mr.  Sabo,  I  agree,  I  have  not  read  the  bill.  In  gen- 
eral  

Mr.  Sabo.  I  think  my  description  is  fair. 

Mr.  Wright.  But  in  general,  am  I  in  favor  of  the  Federal  Govern- 
ment establishing  standards  by  which  every  single  State  should 
meet?  In  most  cases,  no.  In  terms  of  the  criminal  justice  system, 
I  would  say  that  is  probably  appropriate,  because  that  is  a  core 
function  of  the  central  government. 

Mr.  Sabo.  The  criminal  justice  system  is  a  core? 

Mr.  Wright.  In  terms  of  sentencing  guidelines  and  in  terms 
of 

Mr.  Sabo.  For  State  law? 

Mr.  Wright.  Remember,  you  have  got  a  budget  person  talking. 

Mr.  Sabo.  You  know,  going  to  the  core  of  our  criminal  justice  sys- 
tem in  this  country  is  State  preeminence  in  the  criminal  justice 
system.  In  most  States,  there  is  heavy  reliance  when  you  get  to  the 
police  function,  not  even  on  State  government,  but  on  local  govern- 
ment. I  come  from  a  State  where  highway  patrol  were  called  high- 
way patrol  because  we  didn't  want  to  call  them  State  police. 

Mr.  Wright.  Mr.  Sabo,  that  is  the  implementation.  That  is  not 
basically  the  general  guidance,  in  terms  of  the  general  policy  on 
sentencing  guidelines. 

Mr.  Sabo.  No,  what  we  are  talking  about  is  not  sentencing  guide- 
lines for  the  Federal  criminal  code.  We  are  talking  about  it  beyond 
guidelines,  for  restrictions  as  it  applies  to  the  criminal  justice  sys- 
tem as  developed  by  the  50  States  in  this  country. 

Chairman  Kasich.  Could  I  rescue  the  witness,  Mr.  Sabo,  by  say- 
ing he  is  not  up  for  the  Supreme  Court  of  the  United  States;  he 
is  up  here  talking  about  budgets. 

Mr.  Sabo.  No,  but  he  is — ^they  are  here  talking  as  experts  on  how 
we  should  do  this  and  that,  abolish  this  program,  you  know,  edu- 
cation, you  know,  abolish  it,  send  it  here,  there.  This  is  real;  it  is 
before  us  today,  not  theoretical. 

Mr.  Wright.  Mr.  Sabo,  there  is  going  to  be  a  lot  of  things  that 
are  going  to  be  before  you  today.  And  you  have  to  understand  also, 
you  have  got  two  budget  people  that  are  testifying  before  you.  And 
I  appreciate  that  you  are  going  to  face  this  in  about  2  hours,  but 
I  really  don't  believe  that  is  the  subject  of  this  hearing,  unless  I 
am  incorrect. 
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Mr.  Sabo.  I  think  the  budget  is,  and  how  we  spend  money  and 
how  we  reduce  the  deficit. 

Mr.  Wright.  Now  I  would,  Mr.  Chairman,  like  to  iust  comment, 
because  Mr.  Sabo  did  mention  a  few  items  that  he  threw  out.  And 
my  cohort  here,  Mr.  Miller,  let  him  get  by  with  it.  He  talked  about 
how  the  deficit  went  up  in  the  first  couple  of  years  of  Ronald 
Reagan.  I  think  not  to  mention  the  fact  that  we  were  in  one  of  the 
largest  recessions  we  have  had  in  a  long  time,  with  the  prime  rate 
that  was  at  21  percent,  infiation  at  11  percent,  increasing  every 
single  year  the  entitlements  which  is  the  largest  part  of  the  budget, 
and  to  say  that  particularly  in  the  first  year  of  Ronald  Reagan  that 
the  deficits  went  up  dramatically,  which  they  did,  had  anything  to 
do  with  any  of  his  policies  or  proposals,  Mr.  Sabo  knows  better 
than  that. 

Mr.  Sabo.  Now,  Mr.  Chairman,  let  me  stop.  What  exploded 
under  Ronald  Reagan  was  health  care  costs  and  defense  spending. 
Social  Security  went  up  in  actual  dollars,  but  as  a  percentage  of 
GDP  it  was  fairly  level.  The  explosion  was  health  care  costs  and 
defense  spending.  And  clearly,  we  had  a  slowdown  on  health  care 
costs  earlier.  But  this  Congress  decided  during  the  years  of  the 
Carter  administration  not  to  do  a  hospital  cost  containment  bill. 
When  the  pressure  was  off,  health  care  costs  escalated.  Health  care 
planning  that  had  been  in  effect  in  many  communities  in  this  coun- 
try was  repealed.  All  of  that  was  followed  by  an  explosion  in  health 
care  costs  that  the  Reagan  administration  didn't  deal  with.  It  was 
unrelated  to  the  inflation  issue  and  retirement  programs. 

Mr.  Wright.  Mr.  Sabo,  let  me  give  you  some  numbers  that  will 
reflect  one  of  my  biggest  concerns  with  the  President's  budget  right 
now. 

When  I  mentioned  the  fact  that  President  Clinton  has  proposed 
$200  billion  per  year  going  out,  it  is  going  to  be  more  than  that. 
I  truly  believe  that  if  you  were  to  approve  that  budget  you  will  not 
be  seeing  $200  billion  in  the  outyears,  you  will  be  seeing  more. 

But  during  the  period  of  time  that  the  deficits  went  up,  and  this 
is  what  irritates  me  about  hearing  people  say  these  are  Ronald 
Reagan's  deficits,  during  that  period  of  time  in  every  single  year, 
because  I  was  there  for  most  of  them,  we  either  proposed  that  the 
budget  go  to  balance  or  that  it  be  substantially  reduced.  And  I  have 
got  the  numbers.  I  will  be  happy  to  submit  them  for  the  record 
here. 

In  this  particular  case,  the  President  has  totally  abdicated  his  re- 
sponsibility of  even  proposing  reduced  deficits,  and  the  Congress — 
I  am  not  saying  that  they  should  have  taken  all  of  President  Rea- 
gan's proposals,  I  know  that  that  is  not  their  role,  nor  should  they 
have  just  put  them  into  law.  But  you  could  have  replaced  the 
spending  cuts  with  some  of  your  own,  and  you  didn't.  And  so  there- 
fore the  deficits  went  up. 

Mr,  Sabo.  Let's  be  sdso  very  clear  that  in  appropriated  dollars, 
the  Congress  appropriated  less  than  the  administration  asked  for. 
We  changed  the  nature  of  them  but  we  appropriated  less. 

Mr.  Wright.  And  that  is  fine. 

Mr.  James  Miller.  Yes,  you  cut  defense  and  increased  domestic 
spending. 

Mr.  Sabo.  We  slowed  down  the  increase. 
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Mr.  James  Miller.  On  page  138,  139  of  my  book  that  I  sent  you, 
Mr.  Sabo 

Mr.  Sabo.  Defense  spending  went  up,  but  not  as  quickly  as  the 
Reagan  administration  was  asking. 

Mr.  James  Miller.  Defense  spending  grew  over  the  decade  of  the 
1980's,  but  not  nearly  so  great  as  the  increase  in  domestic  spend- 
ing. 

What  happened,  of  course,  in  our  budget 

Mr.  Sabo.  Let's  make  the  distinction,  let's  make  the  distinction 
between  discretionary  spending  versus  entitlements.  Health  care 
exploded  during  the  1980's.  And,  frankly,  there  is  shared  respon- 
sibility between  the  Congress  and  the  President  for  that.  There  was 
never  any  program  by  the  Reagan  administration  to  deal  head  on 
with  the  problem  of  escalating  exploding  health  care  costs. 

Mr.  James  Miller.  No,  sir,  that  is  not  true. 

Mr.  Sabo.  It  is  true. 

Mr.  James  Miller.  If  you  will  read  our  budgets  of  1986,  1987, 
1988,  and  1989,  you  will  see  that  there  are  substantial  proposals 
to  put  constraints  within  entitlement  spending  that  Congress  ig- 
nored. 

Mr.  Wright.  Mr.  Sabo,  what  we  were  doing  is  we  were  making 
those  proposals.  Every  single  year,  you  turned  them  down. 

Mr.  James  Miller.  You  ignored  them. 

Mr.  Wright.  You  called  our  budgets  dead  on  arrival,  every  single 
year. 

Mr.  Sabo.  How  many  of  them  passed  the  Republican  Senate? 

Mr.  Wright.  I  am  not  talking  about  Democrats;  I  am  not  talking 
about  Republicans,  I  am  talking  about  the  Congress  with  all  of  its 
politics  and  all  of  the  lobbyists  that  you  have  got  up  here.  When 
we 

Mr.  James  Miller.  The  allocation 

Mr.  Wright.  When  we  would  stay  down  there  and  would  work 
for  9  months  during  an  entire  year  to  send  you  a  budget,  and  for 
you  to  laugh  at  it  and  call  it  dead  on  arrival  every  single  year,  and 
then  blame  the  deficits  on  Ronald  Reagan  I  think  is  outrageous. 

Mr.  James  Miller.  That  is  the  key.  You  might  direct  some  ire 
to  some  Republicans  on  either  side  of  the  House,  but  not  at  the 
President's  budget  and  the  people  tha!^  prepared  his»budget.  Be- 
cause we  did  propose  substantial  reductions. 

Mr.  Sabo.  Just  so  I  am  clear,  Mr.  Miller,  your  budgets  that  you 
prepared  were  better,  more  accurate,  than  what  preceded  you  and 
what  followed  you. 

Mr.  James  Miller.  I  will  put  that  on  my  vitae.  Thank  you. 

Chairman  Kasich.  Well,  I  want  to,  first  of  all,  explain  that  I 
want  Mr.  Sabo  to  always  have  an  opportunity  to  have  as  much 
time  as  he  needs  with  the  witnesses,  because — he  can  go  20  min- 
utes as  far  as  I  am  concerned,  because  you  have  to  understand  that 
for  the  last  2  years,  he  gave  me  as  much  latitude  as  I  ever  wanted 
in  here.  And  God  bless  him  for  his  work  and  he  is  an  intellectually 
honest  liberal.  I  mean,  that  is  the  only  way  I  can  describe  him.  I 
mean,  he  really  is  intellectually  honest. 

Anyway,  I  mean  I  think  it  is  fair  to  say,  I  think  first  of  all  on 
the  crime  bill,  it  is  a — it  is  a  legitimate  issue,  a  legitimate  issue 
to  ask  whether  the  Federal  Government  should  help  States  build 
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prisons.  I  happen  to  believe  that  crime  is  a  national  issue  for  the 
central  government.  Frankly,  it  was  started,  I  would  argue,  Mr. 
Sabo,  really  most  aggressively  under  Richard  Nixon,  who  you  re- 
member in  1968,  I  was  just  a  kid,  you  were  pretty  old  then  but  I 
was  still  a  kid,  you  know,  that  controlling  our  streets  was  impor- 
tant. But  whether  we  should  do  the  prison  thing  is — I  think  it  is 
a  fair  debate.  There  is  no  question  about  it. 

But  in  terms  of  the  crime  bill,  my  sense  is  that  it  is  a  job  of  the 
central  government,  because  crime  is  something  that  everybody  is 
worried  about  to  be  in  the  middle  of.  As  to  what  all  the  remedies 
are,  I  think  we  can  think  of 

Mr.  Sabo.  Mr.  Chairman,  let  me  just  quickly  say  that  I  think 
clearly  crime  and  what  creates  crime  is  a  central  issue  of  the 
central  government.  How  we  respond  and  how  we  structure  pro- 
grams is  clearly  a  relevant  issue.  But  we  have  witnesses  who 
quickly  dismiss  a  whole  host  of  things  the  Federal  Government 
does  in  sharing  responsibility  with  States  and  saying  they  are 
quickly  dismissing  them.  I  think  if  we  are  going  to  do  that,  then 
we  better  look  very  carefully  at  new  ones  that  we  are  creating. 

Chairman  Kasich.  I  think  what  is  going  on  today  is  simply  this, 
that  for  really  since  the  1960's,  when  we  have  aggressively  turned 
power  from  communities  and  cities  and  States  to  Washington,  to 
more  aggressively  try  to  solve  our  problems,  we  have  kind  of  done 
that  for  30  years.  And  what  we  are  in  the  process  now  of  doing  is 
to  say  that  at  least  in  the  Majority  here,  and  of  course  elections 
tend  to  drive  you  in  terms  of  the  numbers  and  what  the  policies 
are,  is  that  we  are  now  beginning  to  say  that  all  these  things  the 
Federal  Government  tried  to  do,  these  problems  weren't  getting 
fixed  and  we  want  to  go  back,  we  want  to  go  back  not  to  the  stand- 
point of  not  doing  them,  but  addressing  these  problems  at  States 
and  local  levels.  I  mean,  that  is  really  the  philosophy  of  all  of  this. 

But  I  think  it  is  fair  to  say  that  in  the  early  1980's  had  they  sent 
their  budget  up,  you  talk  to  Pete  Domenici  in  the  Reagan  years, 
Pete  will  tell  you  all  the  scars  he  has  from  those  fights  in  the 
1980's.  We  are  going  to  have  those  same  fights,  some  of  those  same 
fights  in  the  1990's,  aren't  we,  Mr.  Miller? 

Mr.  James  Miller.  I  think  you  are. 

Chairman  Kasich.  I  mean  over  tough  cuts. 

Mr.  James  Miller.  Won't  be  easy. 

Chairman  KASICH.  But  frankly,  even  though  we  are  looking  now 
at  deficits  that  may  be  some  lower  percentage  of  GDP  than  they 
were,  what  we  all. know  is.  No.  1,  these  deficits  are  calculated  into 
the  future  based  on  economic  growth.  You  know,  you  put  us — ^you 
put  us  in  a  recession  for  a  year  or  two,  and  we  are  going  to  look 
at  deficits  that  are  going  to  be  what,  what  would  you  guess,  Mr. 
Miller? 

Mr.  James  Miller.  You  could  easily  increase  the  deficit  $100  bil- 
lion a  year. 

Chairman  KASICH.  So  in  the  outyears,  you  could  be  running  a 
$400  billion  deficit. 

Secondly,  these  entitlements,  don't  they  have  a  way  of  generating 
a  momentum,  of  spiraling  to  the  point  where  you  can't  control  them 
the  longer  you  let  them  go? 
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Mr.  James  Miller.  Well,  I  don't  think  that  we  are  in  an  apoca- 
lyptic phase  or  close  to  it.  I  have  a  great  deal 

Chairman  Kasich.  I  am  not  suggesting  that. 

Mr.  James  Miller  [continuing!  Of  faith  in  Congress.  I  think 
that  you  will  make  some  suggestions  to  rein  in  the  entitlement.  I 
mean,  these  extrapolations  you  carry 

Chairman  Kasich.  But  not  proposed  in  the  President's  budgets. 

Mr.  James  Miller.  No,  they  are  not  in  the  President's  budget. 

Chairman  KASICH.  I  mean,  when  you  are  running  10 V2  percent 
increases  on  average  in  Medicare  and  10^2  percent  increases  in 
Medicaid,  I  am  not  saying  we  are  in  apocalypse  now,  but  the  prob- 
lem is  that  these  kind  of  average  growth  rates,  especially  in  an 
area,  like  Medicare,  do  they  not  have  a  negative  impact  on  the  abil- 
ity of  the  private  sector  to  control  health  costs? 

Mr.  Wright.  Yes,  Mr.  Chairman,  of  course  they  do.  Of  course 
they  do.  But  you  have  an  opportunity  that  is  highly  different  than 
anything  that  we  have  seen  that  previously  existed.  You  can  drive 
the  change  from  the  Congress.  And  not  only  can  you  drive  it,  but 
you  have  also  stated  that  that  is  your  intent  to  do  so.  And  we  never 
had  that  opportunity.  Because  basically  what  we  were  trying  to  do 
with  the  original  block  grants  in  the  early  1980's,  we  should  be 
faulted  at  this  time  because  we  didn't  go  far  enough  fast  enough. 
Because  a  mandate  has  got  a  half-life  of  Uranium  235  in  this  town, 
it  is  gone  in  a  flash.  And  right  now,  that  is  why  I  have  to  say  that 
many  of  the  actions  that  you  have  started  and  that  the  Speaker 
has  started,  I  totally  applaud,  because  it  is  quick,  it  is  fast,  and  you 
understand  that  you  have  to  do  it  quickly. 

Let  me  explain.  I  disagree  with  Jim  Miller  just  a  little  bit  as  to 
what  the  deficits  would  be  in  the  case  of  a  recession.  When  we  first 
came  in  in  1981  and  1982  and  I  first  joined  0MB,  we  were  losing 
$1  billion  a  week  to  the  deficit.  And  at  that  time,  our  proposals 
hadn't  really  even  taken  place  yet.  And  I  am  not  sajdng  that  we 
are  going  to  go  into  that  kind  of  a  recession  again,  but  the  dynam- 
ics of  when  you  have  your  revenue  drop,  and  you  have  entitlements 
that  are  on  automatic  pilot,  and  you  have  them  automatically  in- 
flated for  inflation,  and  you  just  totally  lose  control  of  the  deficits — 
if  you  are  looking  at  it  from  0MB,  which  is  kind  of  the  central  con- 
trol point  for  this.  So  from  that  standpoint,  I  look  at  the  President's 
budget  and  one  of  the  things  I  am  upset  about  is  he  doesn't  try. 
He  doesn't — he  doesn't  even  propose  getting  the  budget  deficits 
down. 

And  one  of  the  things  I  was  mentioning  to  Mr.  Sabo,  whether  the 
Congress  took  our  recommendations  during  the  Reagan  years  or 
not,  we  did  propose  either  going  to  balance  or  substantially  reduc- 
ing the  deficit.  I  would  have  preferred  to  see  this  President  do  that. 
And  then  to  come  up  before  a  Congress  like  this  that  will  accept 
cuts  in  spending,  let  me  tell  you,  that  is  a  luxury  that  Jim  Miller 
and  I  never  had.  And,  while  you  were  out  of  the  room,  the  only 
thing  I  suggested  is  that  now  is  the  time  for  this  committee  and 
your  counterpart  over  on  the  Senate  side  to  be  very  bold. 

Chairman  Kasich.  I  want  to  apologize  for  moving  in  and  out.  I 
am  trying  to  help  on  an  internal  problem.  I  wanted  just  to  con- 
clude, we  will  go  to  Mr.  Franks  and  then  Mr.  Stenholm.  You  know, 
our  big — we  have  to  get  this  thing  licked  inside  our  own  party.  I 
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mean,  we  are  going  to  fight  these  fights,  like  we  fought  in  the 
1980's. 

I  happen  to  believe  we  are  in  a  much  better  position  in  the 
1990's  than  we  were  in  the  1980's  for  two  reasons.  One  is  we  have 
a  lot  of  members  here  who  are  really  committed  to  doing  it;  and, 
secondly,  the  public  knows  that  if  we  keep  doing  what  we  were 
doing,  we  are  going  to  be  in  deep  trouble  and  we  are  going  to 
threaten  the  next  generation.  And  that  is  why  we  are  going  to  have 
to  do  it.  And  if  we  take  some  heat  from  the  lobbyists,  we  take  the 
heat.  And  you  know  what,  if  we  fail,  it  won't  be  a  failure  of  the 
Republican  party.  It  will  be  a  failure  of  the  American  political  sys- 
tem. And  it  will  never  be  the  same  if  we  fail. 

Would  you  agree  with  that,  Mr.  Miller? 

Mr.  James  Miller.  Oh,  you  must.  I  think  you  have  got  to  step 
up  to  the  plate  and  take  a  swing  at  this.  The  situation  is  getting 
out  of  hand. 

Chairman  Kasich.  Mr.  Franks. 

Mr.  Franks.  Thank  you,  Mr.  Chairman. 

Mr.  Miller,  you  displayed  some  charts  earlier,  and  I  want  to  fol- 
low up  on  them,  if  I  can.  Assuming  that  everyone  in  this  committee 
on  a  bipartisan  basis  wants  to  move  toward  a  balanced  budget,  the 
question,  indeed,  becomes  how  to  best  do  that. 

You  displayed  on  one  of  your  charts  the  result  of  freezing  spend- 
ing, both  in  one  chart  with  Social  Security  included  in  that  freeze 
and  excluding  it  in  another,  and  your  projected  figures  indicated 
that  the  budget  would  be  brought  into  balance  merely  by  freezing 
spending. 

Folks  in  this  city  say,  well,  that  is  inherently  unfair  and  it  is  a 
copout  because  what  you  ought  to  be  doing  is  measuring  the  per- 
formance of  a  variety  of  programs,  some  of  which  ought  to  be  enti- 
tled to  minimal  increases,  others  ought  to  be  abolished  outright. 

So  I  am  curious,  were  your  charts  to  simply  make  the  bigger 
point,  or  given  the  enormous  conflict  within  our  society  about  what 
ought  be  reduced,  eliminated,  or  expanded,  are  you  suggesting  that 
that  is  an  intellectually  honest  way  to  proceed  toward  a  balanced 
budget? 

Mr.  James  Miller.  No,  I  think  of  it  as  an  intellectually  honest 
way  to  proceed.  You  have  first  established  the  principle  that  you 
want  to  balance  the  budget.  Then  the  question  becomes  how  do  you 
balance  the  budget?  One  way  would  be  simply  to  freeze  total 
spending. 

My  charts  didn't  say  anything  about  the  composition  of  that 
spending.  If  you  accept  the  argument  that  spending  should  be  fro- 
zen, then  of  course  you  would  change  priorities  within  the  spending 
caps.  As  I  said  in  my  testimony,  there  are  lots  of  things  that  you 
could  cut  out  and  there  are  things  that  you  could  increase  as  well. 

Mr.  Franks  [presiding].  I  was  interested  by  Mr.  Sabo's  use  of  the 
crime  bill  on  the  floor  as  an  example.  And  I  am  not  going  to  hold 
you  to  the  example.  But  it  seems  to  me,  having  spent  2  years  here, 
that  there  is  a  consumption  with  the  current  legislative  program. 
Today  it  is  a  crime  bill;  next  week  it  is  going  to  be  another  item 
from  the  contract.  And  what  the  authorizers  do  and  the  appropri- 
ators  seem  to  do,  and  what  members  on  this  committee  tend  to  do, 
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is  to  come  in  every  morning  and  wonder  what  is  on  the  calendar, 
how  do  you  feel  about  that  bill. 

We  all  want  to  make  certain  that  we  appropriately  choose  targets 
for  streamlining,  consolidation,  elimination,  or  potentially  expan- 
sion. But  this  institution  doesn't  seem  to  be  adequately  geared  to 
the  kind  of  I  guess  what  some  might  call  an  oversight  function,  to 
know  the  difference  between  those  that  we  were  getting  maximum 
value  for  our  investment  and  tax  dollars,  and  to  readily  identify 
those  programs  that  have  in  the  vernacular  outlived  their  useful 
life. 

I  guess  the  National  Performance  Review  has  been  sort  of  aimed 
at  that,  but  that  has  been  sort  of  a  one-shot  deal  and  somewhat 
lacking  in  aggressive  followup,  it  seems  to  me. 

Can  we  make  intelligent  choices,  recognizing  the  valuable  pro- 
grams from  those  that  aren't?  Do  we  have  enough  information  in- 
stitutionally? Does  the  executive  even  have  enough  information? 
Are  we  geared  up  to  do  this? 

Mr.  James  Miller.  I  think  you  can  always  get  additional  infor- 
mation. But  the  important  role  of  this  committee,  it  seems  to  me, 
is  that  you  have  the  broader  perspective  that  other  committees. 
Other  committees  are  focused  on  their  own  responsibilities.  You  are 
much  like  the  0MB  Director.  When  Joe  was  0MB  Director,  all  the 
agencies  had  their  own  little  focus,  but  he  had  the  broader  perspec- 
tive of  how  it  all  fit  together.  That  is  what  you  have  in  this  com- 
mittee. I  would  strengthen  the  Budget  Committee  vis-a-vis  the 
other  committees. 

Mr.  Wright.  By  the  way,  I  agree  with  that,  Mr.  Franks. 

The  only  other  thing  I  would  say  is  that  I  brought  out  a  whole 
series  of  recommendations  that  had  been  made  that  account  to  over 
$1  trillion  in  savings  over  5  vears.  I  am  not  saving  that  all  of  them 
are  correct.  I  am  sure  that  they  are  not.  But  tnere  is  plenty  of  rec- 
ommendations, including  the  Senators  Kerrey  and  Danforth  rec- 
ommendations. There  are  plenty  of  recommendations  for  the  Budg- 
et Committee  to  look  at. 

Mr.  James  Miller.  And  Penny-Kasich  last  year,  too. 

Mr.  Wright.  You  have  got  hosts  of  recommendations.  The  thing 
I  think  that  both  Jim  and  I  are  saying,  though,  and  that  is  it  is 
tough  for  you  to  do  because  of  the  time  frame  of  the  annual  appro- 
priation and  the  annual  budget  process.  But  I  would  strongly  sug- 
gest that  you  look  at  the  proper  role  of  the  government.  Because 
the  Federal  Government  has  gotten  totally  out  of  whack.  It  is  not 
whether  or  not  we  can  afford  it  any  more,  which  we  cannot.  But 
it  is  whether  or  not  they  are  doing  the  country  any  good  by  taking 
over  more  than  their  proper  and  fair  share  of  leading  this  country. 
I  think  it  is  ineffective.  I  think  it  is  inefficient.  I  think  it  wastes 
too  much  money.  I  think  it  is  harmful.  And  the  only  committee  that 
can  basically  drive  this  process  is  the  Budget  Committee  of  the 
House  and  the  Senate. 

Mr.  Franks.  Thank  you.  Mr.  Stenholm. 

Mr.  Stenholm.  Thank  you,  Jim  and  Joe.  Welcome  to  the  commit- 
:ee. 

And  you  used  the  example  of  with  or  without  Social  Security.  I 
want  to  ask  both  of  you  a  question.  In  your  opinion,  is  there  an  in- 
tellectually honest,  a  moral  reason,  or  a  fiscal  reason,  for  this  com- 
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mittee  to  take  Social  Security  out  of  the  computation  for  purposes 
of  balancing  the  U.S.  budget?  One  or  the  other,  all  of  the  above, 
none  of  the  above?  In  your  opinion. 

Mr.  James  Miller.  Well,  Charlie,  I  think  budget  directors  have 
an  institutional  bias  against  taking  anything  out. 

Mr.  Stenholm.  I  don't  want  to — excuse  me.  Let  me  interrupt 
you.  I  don't  have  much  time,  none  of  us  have  much  time.  I  just 
want  to  ask  you  in  your  humble  opinions,  is  there  a — is  there  a 
moral  reason,  an  intellectually  honest  reason,  and/or  a  fiscal  rea- 
son, for  this  committee  or  this  Congress  to  take  Social  Security  out 
of  our  budget  area  computations  and  thinking? 

Mr,  Wright,  Mr.  Stenholm,  I  am  not  a  politician  and  I  am  not 
going  to  be  a  politician  so  I  will  answer  your  question  directly.  No. 
I  think  that  to  take  Social  Security  off  the  table  when  it  represents 
as  the  largest  number  that  you  have  in  the  entire  budget,  I  don't 
think  you  can  afford  to  take  it  out. 

Now  whether  or  not  you  take  it  on  this  year  or  whether  or  not 
you  take  it  on  2  years  from  now,  it  is  not  going  to  make  any  dif- 
ference. And  the  only  thing  I  would  suggest  as  a  member  of  the  pri- 
vate sector  is  is  that  you  seriously  consider  that  you  can  privatize 
some  of  that  Social  Security  system  by  requiring  some  of  the  pay- 
roll tax  to  go  into  an  IRA  or  some  version  of  that.  That  was  actu- 
ally recommended,  IVIz  percent  from  payroll  tax  into  an  IRA,  by  the 
study  that  I  was  talking  about  by  Senators  Kerrey  and  Danforth. 

Mr.  James  Miller.  Could  I  just  amend  my  answer  by  saying  I 
think  there  are  intellectually  honest  arguments  to  take  it  off  the 
table.  But  I  think  that  the  weight  of  the  argument  comes  down  on 
the  side  of  keeping  it  in. 

Mr.  Stenholm.  OK.  When  you — when  you  show  that  with  your 
charts  that  we  can  get  to  balance  by  taking  the  Social  Security  off, 
but  freezing  everything  else,  I  assume  you  mean  we  are  going  to 
freeze  Medicare  and  Medicaid.  Can  you — can  you  tell  us  now  we 
could  do  that? 

Mr.  James  Miller.  No,  what  I  said  is  you  could  allow  the  deltas 
for  Social  Security  to  go  up 

Mr.  Stenholm.  Now 

Mr.  James  Miller.  No,  I  didn't  want  to  freeze  them.  You  have 
to  make  the  decision  within  those  totals  what  to  do  about  Medi- 
care. My  budget  freezes  at  simply  a  freeze  on  the  top  line  or  bottom 
line  number,  not  the  composition, 

Mr.  Stenholm.  OK.  I  mean  many  times  we  get  this,  all  we  got 
to  do  is  let  spending  rise  at  this  rate.  It  overlooks  some  very  tough 
policy  decisions  that  have  to  be  made  in  order  for  that  to  be  accom- 
plished. And  you  acknowledge  that? 

Mr.  James  Miller.  Yes,  sir,  readily. 

Mr.  Stenholm.  All  right. 

The  only  area  that — and  following  Mr.  Sabo's  line  of  questioning 
a  moment  ago,  the  only  area  that  really  gives  me  a  little  bit  of  a 
problem,  when  we  talk  about  the  years  that  both  of  you  served  in 
the  budget,  the  budgets  you  recommended  to  us,  do  you  not  ac- 
knowledge that  spending  you  recommended  to  us,  that  the  Con- 
gress spent  less  total  dollars  than  you  acknowledged? 

Mr.  James  Miller.  No,  sir, 

Mr,  Stenholm.  You  don't? 
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Mr.  James  Miller.  No,  sir. 

Mr.  Stenholm.  Then  I  got  to  go  back  and  read  your  budgets 
again,  because  every  time  I  add  up  the  dollars  that  you  rec- 
ommended that  the  Congress  spent,  we  ended  up  appropriating 
less  dollars. 

Mr.  James  Miller.  Let's  keep  in  mind,  there  are  entitlement 
spending  and  interest  on  the  debt,  versus  discretionary  spending. 

Mr.  Stenholm.  In  the  discretionary  side,  do  you  acknowledge 
that 

Mr.  James  Miller.  Yes. 

Mr.  Stenholm.  OK.  The  Congress  actually  spent  less  in  those 
areas  where  we  made  conscientious  decisions  to  differ  with  you. 

Mr.  James  Miller.  But  you  have  responsibilities  for  entitle- 
ments, too,  and  we  made  recommendations  there. 

Mr.  Stenholm.  Oh,  I  acknowledge  that,  and  I  acknowledge  my 
failure  in  that  area  personally  to  not  deal  with  the  entitlement 
side.  But  I  get  a  little  bit  frustrated  because  it  is  always  the,  quote, 
big  spending  liberal  Democratic  Congress  that  caused  this  problem 
in  the  areas  of  appropriations.  And  this  is  just  a  little  bitty  fine 
point  that  rankles  me  and  I  thank  you  for  acknowledging  it. 

Mr.  James  Miller.  Mr.  Stenholm,  I  have  never  characterized 
you  as  a  big  spending  liberal. 

Mr.  Stenholm.  Yes,  you  have.  I  am  a  Member  of  the  Congress. 

Mr.  James  Miller.  Well,  OK  then. 

Mr.  Franks.  We  are  going  to  take  a  recess  for  a  few  minutes 
while  the  members  could  go  vote.  I  would  like  to  ask  the  witnesses 
if  they  would  be  willing  to  certainly  remain,  because  we  will  be 
back  to  continue  to  pose  some  questions.  Thank  you. 

[Brief  recess.]. 

Mr.  Smith  of  Michigan  [presiding].  Mr.  Miller,  I  think  we  will 
get  started.  Mr.  Radanovich  has  5  minutes. 

Mr.  Radanovich.  Thank  you  very  much,  Mr.  Chairman. 

I  am  very  refreshed  by  the  testimony  I  have  heard  today.  I  am 
kind  of  curious,  because  I  have  only  been  here  30  days  and,  you 
know,  it  seems  to  me  that  the  debates  and  the  arguments  and 
sometimes  even  the  hearings  have  been  very  one  dimensional,  and 
pretty  much  standard  and  pretty  much  party  line.  And  I  think 
what  frustrates  me  is  that  there  is  no  identification  of  a  process, 
an  identification  of  what  the  problem  is,  what  the  fixed  problem 
looks  like,  and  some  identification  of  a  process  on  how  to  get  to  a 
solution.  That  is  why,  Mr.  Miller,  I  was  so  refreshed  to  hear  you 
say  it.  Not  because  I  share  those  same  thoughts,  but  at  least  some- 
body is  talking  about  how  we  get  to  a  solution  to  this  problem. 

I  don't  know  if  it  is  a  question  of  the  fact  that  power  is  too  dif- 
fiised  in  this  town,  but  nobody  is  focused  on  what  the  real  issue 
is.  And  I  don't  even  think  it  is  a  balanced  budget  amendment — it 
is  a  consensus  that  Federal  Government  is  too  big  and  how  do  we 
go  about  downsizing  it.  My  comment  is,  we  should  just  focus  on 
that,  both  sides  of  the  aisle.  And  I  would  like  to  see  it  in  this  Budg- 
et Committee. 

I  mean,  there  is  a  true  vacuum  of  ideas  out  there,  or  a  lack  of 
consensus  on  how  we  go  about  solving  this  problem.  And  too  many 
times  I  think  that  we  are  nipping  at  the  edges  of  the  issue  without 
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getting  to  the  heart  of  it.  And  this — ^you  know,  what  I  would  like 
to  say,  I  just  wish  we  could  get  down  to  business. 

And  that  is  defining  what  the  problem  is,  government  is  too  big, 
and  defining  a  process  whereby  which  we  on  this  committee.  Demo- 
crats and  Republicans,  can  start  identifying  what  government 
should  be  doing  and  what  it  should  not  be  doing.  And  even  going 
beyond  that,  by  identifying  what  sector  in  this  society  should  be 
taking  up  some  of  these  problems. 

I  mean,  what  got  us  into  this  big  deficit  and  big  debt  is  that  gov- 
ernment has  assumed  too  much  responsibility.  If  we  can  resolve 
that  and  then  start  moving  on  to  some  debate  to  form  some  kind 
of  a  philosophical  consensus  about  how  to  approach  this  problem, 
we  would  all  be  better  off  and  we  would  be  solving  problems.  And 
right  now,  and  this  is  my  30-day  perception  of  the  way  things  are 
around  here,  responsibility  has  not  been  allocated  to  any  one  body 
to  solve  this  problem.  And  I  think  that  Budget,  being  in  charge  of 
macro  issues,  is  better  off  engaging  in  some  dialogue  that  is  con- 
tained not  with,  you  know,  liberals  versus  conservatives,  but  focus- 
ing on  a  set  parameter  of  ideas  on  identifying  what  the  problem  is 
and  how  do  we  begin  downsizing  government. 

I  mean,  I  can't  comment  more  strongly  on  how  we  should  be  fo- 
cusing on  that  rather  than  minimum  wage  or  balanced  budget  or 
who  is  going  to  cut  what  first  and  who  is  going  to  have  the  guts 
enough  to  come  out  and  say  that  this  program  needs  to  be  cut  over 
another  one. 

Care  to  comment?  I  am  sharing  the  frustration  here,  because  I 
am  very  impatient  and  only  been  here  30  days  and  have  no  right 
to  be,  but  I  am. 

Mr.  Wright.  Mr.  Radanovich,  I  understand  your  frustration.  Let 
me  give  you  a  suggestion. 

While  the  process  is  going  very  fast  right  now  and  you  think  you 
may  not  have  time  to  be  able  to  look  at  what  the  proper  role  of  gov- 
ernment is,  I  would  suggest  that  if  you  spend  too  much  time  on 
process,  that  your  opportunity  is  going  to  go  by. 

You  are  going  into  an  election  year  next  year,  as  I  mentioned  to 
you.  And  you  have  got  a  unique  opportunity  to  make  fundamental 
substantial  change  in  the  way  the  Federal  Government  is  operated 
today,  what  its  role  is,  and  what  its  role  is  with  the  States  and  the 
local  governments. 

Now,  Jim  Miller  came  out  with  a  pretty  good  list.  And  for  the 
most  part,  many  of  the  programs,  like  the  ICC  that  the  President 
recommended,  should  be  terminated,  but  I  would  add  many  others 
that  have  been  questioned  by  Republicans  and  Democrats,  for 
years.  There  is  no  reason  for  them  to  exist,  such  as  the  Economic 
Development  Administration.  There  is  no  reason  for  that  agency  to 
exist.  Many  of  the  subsidies,  there  is  no  reason  for  them.  And  the 
Budget  Committee  is  the  only  place  right  now  literally  during  the 
next  few  months  where  you  can  take  on  that  issue  and  make  the 
first  substantial  big  changes.  Then  I  think  you  should  get  into 
what  is  the  proper  role  of  the  government.  But  if  you  spend  too 
much  time  on  process  right  now 

Mr.  Radanovich.  Don't  have  enough  time  for  it,  is  what  you  are 
saying. 

Mr.  Wright.  Yes,  sir. 
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Mr.  Radanovich.  Thank  you. 

Mr.  Smith  of  Michigan.  The  gentleman  from  Mississippi,  Mr. 
Parker. 

Mr.  Parker.  Thank  you,  Mr.  Chairman.  I  have  enjoyed  the  con- 
versation this  morning.  It  hasn't  done  a  lot  of  good.  I  appreciate  the 
fact  that  all  of  you  can  vent  your  anger  and  your  frustration  and 
your  feelings.  But  in  a  lot  of  ways,  it  is  kind  of  like  throwing  oats 
in  front  of  a  dead  mule.  I  mean  it  makes  you  feel  better,  but  we 
haven't  accomplished  a  whole  lot  from  that  standpoint. 

And  I  will  just  go  ahead  and  give  it,  everybody  did  a  great  job 
during  the  1980's,  everybody.  I  was  running  businesses  back  home 
and  I  just  think  that  just  the  whole  world  looks  a  whole  lot  better 
because  of  what  everybody  did. 

My  personal  feeling  is,  is  that  our  economy  is — must  be  a  mighty 
powerful  thing  to  have  people  in  positions  of  power,  both  in  the 
Congress  and  the  White  House,  that  could  make  so  many  terrible 
mistakes  and  it  still  continued  to  chug  along.  Now,  what  I  have 
problems  with,  I  think  the  real  question  comes  down  to  how  we  are 
going  to  make  the  changes.  My  personal  opinion  is,  it  is  kind  of  like 
cutting  off  a  finger.  Do  you  want  to  cut  it  off  with  a  skill  saw  or 
do  you  want  to  cut  it  off  with  a  butter  knife?  And  a  lot  of  people 
around  have  wanted  to  extend  this  process. 

From  a  bipartisan  standpoint,  I  think  the  President's  budget  is 
the  most  ridiculous  thing  I  have  ever  seen.  He  accepts  no  respon- 
sibility, and  he  puts  everybody  in  the  situation  of  saying,  I  am  not 
doing  anything  because  I  am  ducking  for  cover  and  I  want  some- 
body else  to  make  all  the  hard  choices,  so  I  can  look  over  every- 
thing and  see  if  I  want  to  veto  it  or  whatever.  So  I  think  that  he 
has  ducked  his  responsibility,  and  I  don't  like  that.  And  I  think  the 
majority  of  people  around  here  know  we  have  a  small  window  of 
opportunity  to  do  something.  It  is  just  according  to  how  we  are 
going  to  do  it. 

One  thing  that  I  want  to  bring  up,  because  the  Citizens  for  a 
Sound  Economy  have  come  out  for  a  long  time  about  they  want  to 
get  rid  of  REA.  And  I  think  that  is — ^that  is  an  issue  which  reflects 
upon  how  we  are  going  to  solve  the  budgetary  problems  we  have. 
Arid  I  want  to  address  that  one  specific  issue.  Because  I  am  willing 
to  take  major  cuts  in  order  to  get  something  done.  But  we  have  to 
be  very  careful  how  we  pick  an  issue  and  play  that  game.  I  am  not 
saying  that  REA  shouldn't  be  privatized.  But  in  order  to  privatize 
it,  you  must  have  an  alternative  whereby  that  those  subsidies, 
which  have  been  utilized  for  economic  development  in  rural  Amer- 
ica, the  REA  was  formed  to  provide  those  subsidies  in  some  way. 

Everybody  says,  well,  in  private  sector,  those  energy-producing 
companies  out  there,  they  don't  have  subsidies  like  the  REA  does. 
Well,  they  don't,  like  the  REA  does,  but  they  do  have  subsidies,  you 
know.  They  have  bond  authority;  they  have  a  lot  of  ways  that  they 
can  turn  around  and  raise  capital. 

But  also,  we  have  to  look  at  the  effect  that  the  changes  we  make 
are  going  to  have  on  rural  America,  because  we  can  open  up  a  can 
of  worms.  I  know  the  majority  of  people  live  in  the  12  percent  of 
the  counties  that  are  urban  in  this  country.  But  REA,  at  least  I  can 
get  them  to  hook  up  a  $6,000  house  trailer  without  charging  some- 
body $15,000  to  hook  it  up  on  a  country  road. 
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Now  you  could  say,  well,  they  shouldn't  be  out  there.  But  that 
is  where  they  make  their  living,  a  lot  of  those  people.  So  some  way, 
we  have  got  to  have  some  common  sense  involved  in  this  thing  so 
we  can  keep  rural  America  alive. 

We  have  a  possibility  of  destroying  rural  America  by  just  turning 
around  and  sa5dng  just  privatize  REA.  I  would  like  you  to  respond 
to  the  whole  concept  of  what  do  you  put  in  the  place  of  REA?  Be- 
cause the  reason  it  exists  is  because  we  couldn't  get  private  indus- 
try to  go  in  and  do  anything. 

Mr.  James  Miller.  Congressman,  REA  was  established  for  the 
purpose  of  electrifying  rural  areas.  It  has  accomplished  that  job;  99 
percent  of  all  rural  areas  have  electricity.  It  accomplished  that  job 
many  decades  ago.  Yet  it  continues  on. 

It  is  an  organization.  Its  cooperatives  have  access  to  loans  from 
the  Federal  Treasury  at  Treasury  rates.  If  you  had  an  opportunity 
to  borrow  money  at  Treasury  rates,  how  much  would  you  want  to 
borrow?  I  can't  speak  for  you,  but  I  would  want  to  borrow  a  lot. 
And  so  you  do  have  REA's  that  have  McDonald's  franchises,  for  ex- 
ample. They  are  not  doing  what  they  are  supposed  to  be  doing.  I 
disagree  totally  with  your  contention  that  you  could  destroy  rural 
America  by  privatizing  REA.  I  just  don't  think  that  is  true  at  all. 

Mr.  Parker.  OK.  And  what 

Mr.  James  Miller.  And  what  you  could  do  with  REA  in 
privatizing  it  is  make  it  a  more  efficient  operation.  And  the  dif- 
ference in  the  amounts  of  payments  per  month  would  be  pennies, 
given  the  elimination  of  the  subsidy  and  incorporating  in  it  the 
ability  to  draw  at  Treasury  rates. 

Mr.  Parker.  I  will  accept  your  statement  that  what  we  are  talk- 
ing about,  about  destro3dng  rural  America,  I  will  accept  that  state- 
ment, it  won't  destroy  it.  It  would  hurt  us  from  the  standpoint  of 
economic  development  in  certain  areas. 

I  can  take  you  to  certain  areas  in  my  district  which,  if  it  were 
not  for  REA,  I  couldn't  get  a  company  like  Mississippi  Power  and 
Light  to  run  a  line  to  a  certain  place  at  a  cost  that  anybody  could 
afford.  I  mean  there  would  be  no  way.  They  won't  do  it.  I  mean 
they  just  refuse  to  do  it.  And  I  don't,  from  an  economic  standpoint, 
I  don't  blame  them. 

But  there  has  to  be  something  in  place  so  REA  can  turn  around 
and  still  provide  those  services  to  people.  I  am  not  saying  that  we 
should  not  change  REA,  but  it  should  be  changed  from  the  stand- 
point that  we  do  continue  to  serve  rural  America  in  such  a  way 
that  we  can  have  rural  America  grow.  Because  that  growth  has 
been  very  important.  It  is  not  something  just  that  we  just  gloss 
over.  There  are  not  a  lot  of  people,  whenever  you  look  in  the  total 
population  of  the  United  States.  But  it — those  few  people,  that 
small  percentage,  they  have  a  right  to  receive  certain  things  also. 
And  the  private  sector  cannot  put  in — ^you  know,  we  can't  force  the 
private  sector  to  service  those  people  below  cost. 

Are  you  telling  me  that  REA  needs  to  be  privatized  and  we  need 
to  make  no  accommodation  whatsoever  for  those  rural  areas  that 
cannot  be  serviced  by  the  private  sector  from  a  standpoint  of,  from 
an  economic  standpoint? 

Mr.  James  Miller.  The  answer  to  your  question,  is  yes.  Yes. 

Mr.  Parker.  Well,  you  hurt  my  feelings. 
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Mr.  James  Miller.  Oh,  sir,  I  didn't  mean  to  hurt  your  feelings. 

Mr.  Parker.  Tell  me  why  would  you  say  that.  It  is  just  not  worth 
developing? 

Mr.  James  Miller.  Well,  I  think  you  underestimate  the  ability 
of  a  privatized  REA  to  serve  that  area,  their  customers.  Now, 
would  you  string  6  miles  of  wire  down  to  a  trailer?  No.  I  don't 
think  anybody  should  have  a  right  to  demand  that  REA  or  anybody 
else  string  6  miles  of  wire  down  to  a  trailer  and  pay  $20  a  month 
instead  of  covering  the  cost  of  stringing  that  wire  down  there.  I 
don't  think  that  is  a  reasonable  demand. 

Mr.  Parker.  Oh,  I  think  it  is.  Because  that  is  how  we — that  is 
how  we  got  things  like  dairy  farms  in  those  areas.  I  mean  we 
have — we  have  businesses  in  those  areas,  where  they  string  that 
wire  down  there.  Because  that  is  how  we  develop  rural  America. 
That  is  also  why  a  lot  of  people  in  urban  America  are  moving  back 
to  rural  America,  because  they  can  get  those  services.  And  I  think 
it  is  an  important  thing  to  talk  about. 

Mr.  James  Miller.  The  hypothesis  was  a  single  trailer  and  6 
miles  of  wire  for  a  single  trailer.  Let  me  just  make  that  clear. 

I  don't  doubt  that  REA  has  been  beneficial.  I  do  not  doubt  that 
there  are  areas  that  are  economically  viable,  but  only  because  they 
get  power  provided  to  them  at  rates  that  are  terribly  below  cost. 
I  don't  think  that  is  appropriate.  That  is  not  the  way  markets 
work. 

And  I  am  not  suggesting  that  I  have  any  lack  of  love  for  people 
in  rural  areas.  If  you  know  about  my  background,  I  came  from  a 
rural  area  myself,  where  we  did  not  have  very  much  money.  I  re- 
member when  my  grandmother  and  my  granddaddy  on  my  Mama's 
side  got  electricity.  I  can  remember  that.  So  it  is  not  something 
that  I  cast  off  lightly.  But  I  think  that  it  is  an  appropriate  reform 
for  this  government  to  implement. 

Mr.  Smith  of  Michigan.  The  Chair  will  take  the  liberty  of 
maybe  intruding  and  asking  a  few  questions,  and  then  if  we  can 
come  around  to  the  second  go-around. 

Mr.  Miller,  I  want  to  ask  you  about  the  Reagan  administration, 
your  administration.  A  lot  of  criticism  that  that  administration  was 
the  starting  point  of  overspending  and  driving  us  into  the  debt  sit- 
uation that  we  now  see  ourselves  involved  in,  overwhelmed  in.  But 
if  you  look  at  the  0MB  tables,  we  find  that  the  discretionary 
spending  from  1981  to  1989  actually  dropped  by  9  percent. 

Do  you  have  any  comments  on  the  criticism  that  has  been  sug- 
gested that  the  Reagan  years  are  the  ones  that  started  this,  the 
overwhelming  debt  situation  that  we  find  ourselves  in  today? 

Mr.  James  Miller.  Historically,  there  are  three  reasons  why  we 
got  a  big  jump  in  deficits,  Joe  was  pointing  out  earlier  on.  No.  1, 
you  had  a  very  high  rate  of  inflation  and  Congress  appropriated 
money  in  nominal  terms  instead  of  real  terms.  And  so  the  rates  of 
inflation  came  down  faster  than  we  expected  and  so  the  nominal 
returns  for  tax  returns  were  less  than  we  expected.  That  is  one  rea- 
son. 

No.  2,  we  had  a  big  recession,  which  increases  outlays  for  safety 
net  programs  and  made  a  substantial  shortfall  in  the  revenues  ex- 
pected. Then  we  had,  afler  1982,  a  tremendous  tussle  between  Con- 
gress, especially  the  House,  which  wanted  to  increase  domestic 
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spending  and  cut  defense  spending,  and  a  President  who  wanted 
to  increase  defense  spending  and  cut  domestic  spending.  And  out 
of  that  tension  an  increase  in  the  deficit. 

Then  along  comes  fiscal  year  1987  and  we  had  a  substantial  re- 
duction in  the  deficit,  $71  billion  reduction  in  the  deficit.  In  fiscal 
1987,  for  the  first  time  in  20  years,  spending,  Federal  spending  ad- 
justed for  inflation,  actually  fell. 

So  it  was  an  uneven  history,  but  I  do  not  think  that  you  could 
characterize  the  decade  of  the  1980's  as  a  time  of  profligate  spend- 
ing. The  increase  of  the  defense  delta  was  far  less  than  the  in- 
crease in  spending  on  domestic  programs. 

And  back  to  the  question  of  discretionary  spending,  as  I  recollect, 
I  remember  looking  at  the  numbers,  and  the  amount  that  Congress 
actually  appropriated  for  discretionary  spending  was  just  a  teeny 
bit  less  than  the  President  asked  for.  But  of  course  there  was 
reallocation,  including  a  big  cut  in  the  defense  spending  that  he 
asked  for,  and  a  big  increase  in  domestic  spending. 

But  also,  if  you  go  back,  I  remember  numerous  instances  of 
where  Congress  essentially  took  some  discretionary  domestic 
spending  and  transformed  them  into  entitlements.  Arid  so  they 
added  that  in  with 

Mr.  Smith  of  Michigan.  Mr.  Wright,  any  comments? 

Mr.  Wright.  Yes,  sir,  Mr.  Chairman.  I  would  like  to  go  back  over 
just  some  numbers  in  the  first  2  years  of  the  Reagan  administra- 
tion, and  then  would  like  to  reiterate  my  point  on  this  budget. 

In  the  first  2  years,  the  budget  deficit  went  from  approximately 
$80  billion  to  about  $230  billion.  And  at  that  point,  most  of  the  pro- 
posals that  President  Reagan  had  made  had  not  even  taken  place. 
If  you  remember,  those  were  the  days  where  we  didn't  do  retro- 
active tax  actions.  We  wouldn't  have  even  thought  about  it.  And  so, 
therefore,  we  started  at  that  rate  of  what  was  handed  to  us  of 
about  $220  to  $230  billion  deficits.  And  then  we  worked  down  from 
there. 

Now,  we  did  have  a  battle  going  all  the  time  in  terms  of  where 
the  money  should  be  spent,  but  I  can  recall  very,  very  few  times 
when  I  ever  appeared  before  this  committee  or  the  committee  on 
the  other  side  or  the  appropriation  committees,  where,  No.  1,  any- 
body said  we  should  reduce  the  cost  of  domestic  spending  either  on 
entitlements  or  in  the  discretionary.  We  were  always  having  to 
fight  literally  in  the  trenches,  day  by  day,  from  the  Office  of  Man- 
agement and  Budget. 

Now,  the  main  point  that  I  have  got  with  this  President's  budget 
is  it  doesn't  reach,  it  takes  no  risks,  it  doesn't  even  propose  getting 
down  to  balance,  it  doesn't  even  propose  reducing  the  deficit.  That 
is  not  leadership,  Mr.  Chairman. 

Mr.  Smith  of  Michigan.  Let  me  ask  Mr.  Miller  one  follow-up 
question.  The  analysis  was  given  of  cutting  off  your  finger  with  a 
sharp  knife  or  cutting  it  off  with  a  butter  knife.  I  prefer  the  anal- 
ogy of  that  sticky  tape  that  you  peel  off,  do  you  peel  it  off  slowly 
or  do  you  yank  it  off. 

You  suggested  that  there  is  merit  in  some  kind  of  a  freeze  or  lim- 
iting the  growth  of  all  Federal  programs.  Does  that  mean  that  you 
prefer  that  over  the  big  hammer  tactics  of  Gramm-Rudman  or, 
done  in  1985,  or  the  reductions  in  force  that  you  initiated,  or  are 


224 

you  still  suggesting  there  is  parts  of  Federal  Government  that  we 
have  no  business  being  in,  and  freeze  some  of  the  other  ones? 

Mr.  James  Miller.  When  Congressman  Parker  raised  that  issue, 
I  thought  he  was  going  to  talk  about  a  Congressman  from  Texas, 
I  can't  remember  his  name,  who  used  to  say  the  analogy  would  be 
cutting  your  fmger  off  a  little  piece  at  a  time.  I  don't  want  to  do 
that.  When  I  suggested  the  freeze,  I  did  not  mean  to  suggest  a 
freeze  in  every  program.  I  suggest  a  freeze  in  the  total  spending 
level.  And  so  you  could  change  within  that  total  what  the  priorities 
should  be. 

Mr.  Smith  of  Michigan.  Thank  you  very  much.  The  gentlelady 
from  North  Carolina,  Mrs.  Myrick. 

Mrs.  Myrick.  Question  that  you  may  or  may  not  be  able  to  an- 
swer because  it  is  fairly  generic  right  now,  but  you  talked  about, 
you  know,  services  the  government  shouldn't  do,  get  them  out,  turn 
them  over  to  the  States  and  local,  do  all  these  things  that  we  have 
been  talking  about  doing.  If  you  are  going  to  look  at  eliminating 
a  department,  transferring  functions  within  or  whatever  it  may  be 
along  those  lines,  and  you  are  talking  about  cutting  off  your  fmger 
a  little  at  a  time,  is  it  not  wise  to  go  ahead  and  do  it,  instead  of 
phasing?  You  know,  I  don't  know,  but  my  concern  with  phasing  is 
for  so  many  years  they  talked  about  phasing  things,  and  then  it 
never  happens. 

Is  there  any — I  guess  let  me  rephrase  it,  is  there  any  reason  you 
could  not  just  do  it  immediately,  from  your  standpoint? 

Mr.  James  Miller.  Mrs,  Myrick,  for  purposes  of  reorganizing 
government,  I  think  the  quicker  you  do  it,  the  better,  rather  than 
phasing  it  in. 

Mrs.  Myrick.  Thank  you. 

Mr.  Wright.  Mrs.  Myrick,  on  that  one,  you  have  to  do  it  quickly. 
The  closest  thing  to  perpetual  life  is  a  Federal  program,  or  a  Fed- 
eral agency.  And  if  it  has  got  some  future  obligations  or  whatever 
it  is  in  terms  of  contracts  you  hand  it  off.  There  are  plenty  other 
agencies  that  are  overlapping  in  most  cases  in  the  exact  same 
areas.  There  will  be  no  problem  figuring  out  where  it  put  it. 

Mrs.  Myrick.  Thank  you. 

Mr.  James  Miller.  Could  I  just  follow  up,  I  see  in  the  Presi- 
dent's budgets  a  lot  of  claims  of  savings  from  reorganizing,  consoli- 
dation, et  cetera.  I  think  there  are  potentials  for  savings.  But  I  am 
always  wary  of  big  claims  of  big  savings.  I  think  what  is  important 
is  the  reporting  relationship,  and  the  ability  to  manage  these  pro- 
grams would  be  made  easier  by  this  kind  of  reorganizing.  But  if 
you  don't  eliminate  the  programs,  if  you  simply  consolidate  them, 
you  don't  change  outlays  a  whole  lot. 

Mrs.  Myrick.  Well,  even  in  some  elimination,  yes,  you  are  going 
to  have  some  costs,  but  the  point  is  then  in  following  years  you 
won't  have  it.  So  you  are  actually  saving  in  the  long  term. 

Mr.  James  Miller.  Right.  Don't  take  too  seriously  the  arguments 
that  some  agencies  will  give  you  that  if  you  close  us  down  it  is 
going  to  cost  you  up  front.  First,  that  is  a  ploy.  And  secondly,  agen- 
cies tend  to  overestimate  really  how  much  is  necessary  for  reorga- 
nization. 

Mrs.  Myrick.  Thank  you. 
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Mr.  Smith  of  Michigan.  The  gentleman  from  Oklahoma,  Mr. 
Largent. 

Mr.  Largent.  Thank  you,  Mr.  Chairman. 

A  couple  things.  I  have  10  questions,  and  so  I  will  try  to  make 
them  questions  that  you  could  answer  quickly.  I  am  glad  you  all 
are  here,  because  this  really  has  become  a  referendum  on  the 
Reagan  years.  Because  what  we  are  hearing  all  the  time  now  is, 
here  we  go  again,  the  same  old,  you  know,  Reaganomics,  trickle 
down,  all  that  stuff,  exploding  deficits. 

A  couple  of  things  that  we  heard  yesterday  in  testimony  by  a 
person  from  the  White  House  was  that  in  the  1980's,  the  lower  80 
percent  of  wage  earners  in  this  country,  their  standard  of  living 
fell.  How  would  you  respond  to  that?  I  mean  is  it  true  or  not  true? 

Mr.  James  Miller.  Untrue. 

Mr.  Wright.  Totally  untrue. 

Mr.  Largent.  OK.  Reagan  never  even  offered  a  balanced  budget 
in  the  1980's? 

Mr.  James  Miller.  Yes,  true. 

Mr.  Largent.  That  is  true,  he  didn't? 

Mr.  James  Miller.  Not  for  the  next  following  year,  but  the  budg- 
et would  be  balanced  in  so-called  outyears,  if  the  Congress  re- 
sponded to  his  recommendations. 

Mr.  Largent.  In  years  3,  4,  and  5,  whatever. 

Mr.  Wright.  Mr.  Largent,  I  have  a  table  here  that  shows  exactly 
what  was  proposed  every  single  year  and  the  mid-session  review. 
And  what  I  would  like  to  do  is  make  this  part  of  the  record,  if  I 
may,  because  we  have  got  to  put  that  myth  to  bed. 

Mr.  Smith  of  Michigan.  Without  objection.  Hearing  none,  so  or- 
dered. 

Mr.  Sabo.  Just  so  it  is  accurate,  would  it  also  include  the  eco- 
nomic assumptions  that  were  used  for  the  outyears  of  growth  and 
interest  and  these  kind  of  assumptions? 

Mr.  Wright.  No,  this  table  does  not  include  that. 

[The  information  referred  to  follows:] 
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Mr.  Sabo.  Would  you  include  that,  if  you  have  that  available? 

Mr.  Wright.  Mr.  Sabo,  with  all  due  respect,  I  am  in  the  private 
sector.  So  I  would  strongly  suggest  that  you  ask  the  Office  of  Man- 
agement and  Budget  to  do  that.  But  I  think  it  is  a  good  idea. 

Mr.  Largent.  ok. 

Mr.  Largent.  Let  me  continue  here,  reclaim  my  time. 

Mr.  Sabo.  Excuse  me. 

Mr.  Largent.  Yesterday  we  heard  from  Dr.  Tyson  that  on  the 
one  hand  she  said  that  a  balanced  budget  is  not  the  goal  of  the 
President's  budget.  At  another  time  in  her  testimony,  she  said  it 
was  the  linchpin  of  the  President's  budget  strategy.  But  basically 
she  said  what  we  have  to  weigh  is  the  programs  and  the  people 
that  we  are  trying  to  help  with  the  funding  that  we  are  using,  with 
the  idea  of  coming  to  a  balanced  budget.  And  the  bottom  line  was, 
and  this  is  my  opinion,  is  that  a  balanced  budget  was  not  a  prior- 
ity. And  my  question  would  be,  why  should  a  balanced  budget  be 
the  highest  priority  or  a  high  priority? 

Mr.  James  Miller.  Because  No.  1,  an  unbalanced  budget  strains 
the  efforts  of  government.  No.  2,  it  is  a  moral  issue  as  well  because 
it  is  offloading  debt  on  a  future  generation  because  of  what  econo- 
mists call  fiscal  illusions.  It  is  also  a  problem  of  savings.  I  think 
the  savings  rate — that  is,  the  amount  of  savings  available  to  the 
private  sector — would  go  up  if  you  were  to  eliminate  the  deficit. 

Mr.  Wright.  I  would  just  like  to  add  to  that  very  briefly.  When- 
ever you  run  a  deficit,  it  basically  is  the  Federal  Government  say- 
ing that  we  can  spend  the  money  better  than  the  private  sector  can 
spend  the  money.  And  I  think  if  there  is  nothing  else  we  have 
shown  over  the  years  beyond  a  shadow  of  a  doubt,  that  is  not  true. 
And  the  second  thing  is  the  role  of  the  Federal  Government.  Do 
you  really  believe  that  the  role  that  the  Federal  Government  is 
playing  right  now  is  proper?  And  I  think  most  Members  of  Con- 
gress and  the  administration  on  both  sides  would  say  absolutely 
not.  Then  the  next  question  is,  well,  then  why  are  we  funding  it? 
There  is  no  reason  for  a  deficit. 

Mr.  Largent.  OK.  One  of  the  other  comments  that  you  made,  I 
think  it  was  Jim.  You  said  you  would  like  to  strengthen  the  Budget 
Committee's  authority. 

Let  me  just  throw  out  some  things.  I  am  coming  in  totally  as  an 
outsider  in  this  political  arena,  just  some  observations  that  I  have, 
I  just  want  to  throw  them  out  and  get  you  to  respond.  There  are 
about  five  or  six  here.  One  person  suggested  yesterday,  it  was  Dr. 
Vedder,  I  don't  know  if  you  are  familiar  with  him,  suggested  that 
we  never  do  more  than  a  1-year  budget,  because  we  can  tend  to 
hide  and  lie  and  deceive  by  using  a  5-year  budget,  so  that  you  do 
only  a  1-year  budget  at  a  time.  What  do  you  think  about  that? 

Mr.  James  Miller.  I  disagree.  I  think  you  ought  to  take  far  more 
seriously  next  year  than  the  following  years,  though. 

Mr.  Largent.  OK  The  Cox  amendment,  I  don't  know  if  you  are 
familiar  with  that,  would  actually  make  the  budget  a  one-page 
budget,  which  basically  just  gives  the  bottom  line  by  category,  and 
that  it  be  passed  into  law  prior  to  the  appropriating  and  authoriz- 
ing process. 
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Mr.  James  Miller.  I  agree  with  that.  That  proposal  is  in  my 
book,  and  that  is  a  position  that  Chris  and  I  took  when  we  were 
in  the  Reagan  administration. 

Mr.  Largent.  OK.  Another  thing  that  does  not  make  any  sense 
at  all — we  now  have  about  200  appropriations  that  we  make,  cur- 
rently, that  have  no  authorizing  legislation.  Either  the  authorizing 
legislation  was  not  passed,  or  it  wasn't  even  offered.  What  is  your 
response  to  that  type  of 

Mr.  James  Miller.  I  think  you  have  a  chance  to  break  this  cycle 
and  what  I  would  suggest  the  Appropriations  Committee  do  is  sim- 
ply say  we  are  not  going  to  appropriate  if  we  don't  have  an  author- 
ization. Don't  appropriate  without  authorization  anymore. 

Mr.  LARGE>rr.  OK.  And  that  brings  me  to  this 

Mr.  James  Miller.  I  mean,  authorize  on  appropriations,  I  am 
sorry. 

Chairman  Kasich  [presiding].  Would  the  gentleman  yield? 
Wouldn't  it  be  a  lot  simpler  if  we  made  the  authorizers  stand  up 
to  things  that  were  being  appropriated  and  hadn't  been  authorized? 

Mr.  James  Miller.  Well,  yes,  we  should  do  both. 

Chairman  Kasich.  I  mean,  I  think  if  we  were  counting  on  one 
committee  not  wanting  to  have  more  authority,  they  are  not  going 
to  stand  up  and  say,  oh,  no,  we  don't  want  to  do  it.  They  will  move 
quickly  to  fill  in  the  void. 

The  experience  over  the  years  has  been  defense  appropriations 
has  moved  to  do  a  lot  of  things  that  defense  authorization  wasn't 
very  happy  with,  and,  frankly,  the  reason  why  they  got  away  with 
it  is  because  the  authorizers  tended  to  back  off. 

Mr.  James  Miller.  Yes,  but  I  think  you  ought  to  collapse  the 
committees. 

Mr.  Largent.  That  was  what  I  was  going  to  say.  That  brings  me 
to  my  more  fundamental  question,  which  really  revealed  the  fact 
that  I  hadn't  been  here  very  long.  And  that  is,  what  sense  does  it 
make  to  have  an  authorizing  committee  and  an  appropriating  com- 
mittee and  a  Budget  Committee?  It  seems  like  there  is  a  lot  of  re- 
dundancy there.  I  mean,  just  from  a  businessman's  point  of  view. 
If  I  were  to  just  have  a  blank  slate  and  say  this  is  how  it  should 
be  done,  I  would  have  an  authorizing  committee  that  is  the  expert 
on  their  area,  and  then  you  would  have  a  budget  committee,  and 
the  budget  committee  would  tell  the  authorizing  committee  this  is 
how  much  you  have  to  spend,  we  are  not  going  to  tell  you  how  you 
have  to  do  it,  that  is  your  expertise,  and  then  let  the  authorizing 
committee  determine  that.  What  purpose  does  the  appropriating 
committee  serve? 

Mr.  James  Miller.  Well,  basically  the  Budget  Committee  does 
that.  It  tells  the  appropriators  how  much  money  they  have.  That 
is  what  the  302(b)  is  all  about. 

I  mean,  I — I  mean,  why  is  it  that  you  have  made  these  functions 
separate?  Part  of  it  is  historic,  part  of  it  is  also  that  you  have  op- 
portunities for  more  people  to  be  chairman  of  subcommittees  and 
committees,  and  all  that.  You  ought  to  collapse  them. 

Mr.  Largent.  OK,  my  last  question 

Mr.  Wright.  By  the  way,  Mr.  Congressman,  let  me  just  add  on 
that  very  briefly.  Also,  what  it  does,  it  diffuses  responsibility. 

Mr.  James  Miller.  Yes,  that  is  a  good  point. 
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Mr.  Wright.  And  that  is  something  where,  you  know,  I  would 
recommend  that  the  Budget  Committee,  when  you  come  out  with 
your  guidance  that  you  are  going  to  come  out  with,  also  come  out 
with  the  guidance  not  only  in  the  budget,  but  on  the  appropria- 
tions, on  the  reconciliation,  and  the  budget  process  to  get  it  done. 

Mr.  Largent.  OK.  Finally,  I  am  going  to  end  up  by  asking  what 
other  suggestions  you  have  to  strengthen  and  to  streamline  this 
process.  But,  does  it  make  sense  to  take  Social  Security  off  budget 
totally?  In  other  words  leave  the  revenues  in  a  true  trust  fund  to 
do  advance  funding  for  the  Social  Security  wall  we  are  going  to  hit 
in  20,  25  years. 

Mr.  James  Miller.  I  wouldn't  take  it  off  budget,  but  you  got  to 
realize  that  what  is  in  that  black  box  called  Social  Security  trust 
funds  are  lOU's  on  current  generations.  And  when  you  open  that 
trust  fund  in  the  year  2018,  2022,  whatever  the  actuarial  assump- 
tions you  make,  that  is  all  that  will  be  there.  And  that  will  lead 
to  an  intergenerational  conflict  of  a  sort  you  haven't  had  since  the 
Vietnam  war.  That  is  the  reason  you  have  got  to  address  that  issue 
right  away. 

Mr.  Largent.  That  is  why  I  am  saying  take  it  off  budget  and 
don't  allow  them  to  accumulate  any  more  lOU's  to  the  Federal  Gov- 
ernment. 

Mr.  James  Miller.  But  a  lot  depends  on  what  you  do  with  the 
Social  Security  surplus.  I  proposed  and  Jeff  Eisenach  has  proposed 
before  to  essentially  invest  the  surplus  in  businesses.  I  would  have 
some  maximum  that  you  could  invest  in  corporations,  in  land,  and 
other  things.  So  that  you  don't  have  this  enormous  lOU  on  some 
current  generation. 

Mr.  Largent.  That  is  what  I  am  talking  about.  Does  it  make 
sense  to  do  that? 

Mr.  James  Miller.  It  makes  sense  to  do  that.  But  I  think  that 
ought  to  be  in  the  broader  context  of  what  you  do  with  Social  Secu- 
rity as  an  issue.  I  wouldn't  start  by  taking  it  off  budget  or  some- 
thing like  that.  I  would  keep  it  on  budget,  but  I  think  you  need  to 
recognize  that  Social  Security  has  got  to  be  addressed.  There  is  an 
enormous  disparity  between  what  a  lot  of  people  expect  from  Social 
Security  and  what  is  really  going  to  be  available. 

Mr.  Wright.  Congressman,  if  you  just  take  it  off  budget,  what 
that  is  in  some  ways,  is  a  public  relations  exercise. 

Mr.  James  Miller.  Yes,  exactly. 

Mr.  Wright.  You  have  got  a  fundamental  problem  within  Social 
Security  that  you  are  going  to  run  out  of  money,  period. 

Now,  I  understand  both  parties  have  decided  they  are  not  going 
to  take  it  up  right  now.  You  are  not  going  to  do  that.  You  are  going 
to  have  to  take  it  up  in  a  year  or  two.  It  is  going  to  happen.  It  is 
not  going  to  go  away.  And  I  don't  think  anybody  disagrees  with 
that.  So  you  can  leave  it  on  budget,  you  can  take  it  off  budget,  you 
can  protect  it  in  the  future,  but  you  have  got  a  system  that  is  rap- 
idly on  its  way  toward  bankruptcy  right  now. 

Mr.  Largent.  I  may  be  using  the  wrong  terminology  to  say  "off- 
budget."  What  I  mean  is  protect  it,  don't  keep  offsetting — making 
the  deficit  actually  look  smaller  than  it  actually  is  because  we  are 
running  at  a  surplus  in  Social  Security.  I  say  let's  protect  the  sur- 
plus. 
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Mr.  Wright.  Right,  that  is  one  step.  But  the  other  step  is  the 
program  itself  is  heading  toward  insolvency.  And  whether  or  not 
you  go  and  you  do  a  good  means  test  on  it,  whether  or  not  you  go 
in  toward  something  that  was  mentioned  in  the  Senators  Kerrey 
and  Danforth  proposal  of  more  privatization,  something  is  going  to 
have  to  be  done. 

Mr.  Largent.  Thank  you. 

Chairman  Kasich.  Well,  Martin  Sabo  has  got  a  couple  more 
questions  here. 

Mr.  Sabo.  I  am  just  curious,  this  time  it  is  not  on  history.  I  am 
curious  what  your  experience  is  with  reorganization. 

It  may  surprise  you,  but  I  voted  against  creation  of  the  Depart- 
ment of  Education.  I  did  not  think  it  made  sense  to  shuffle  the 
boxes  out  of  Labor.  I  lose  track  what  we  call  it,  I  still  call  it  HEW. 
I  guess  we  took  the  "E"  out.  I  didn't  think  it  made  any  sense  to 
create  a  separate  cabinet  post  and  I  voted  for  some  others  over  the 
years  and  with  skepticism.  But  I  have  never  figured  out  what  sense 
it  made  to,  once  we  have  done  it,  to  reshuffle  the  boxes  by  undoing 
it.  I  am  not  sure  that  there  is — ^you  know,  that  sort  of  the  six  grand 
agencies  or  something  serves  any  great  purpose  either. 

I  just  am  skeptical  of  all  the  shuffling  we  go  through  in  the  name 
of  reorganization.  There  is  a  scale  where  you  can  have  efficiency, 
but  I  think  sometimes  you  lose  that  efficiency  by  getting  too  large, 
too. 

Would  you  agree  or  disagree  with  that  general  view? 

Mr.  Wright.  Mr.  Sabo,  first  of  all,  I  totally  agree  with  you.  For 
the  most  part,  in  Washington  when  you  shuffle  boxes  around,  it  is 
the  executive  branch  or  sometimes  the  Congress'  way  of  pretending 
to  the  public  that  something  is  being  done.  The  amount  of  savings 
for  the  most  part  that  are  administrative  savings  in  these  depart- 
ments is  minuscule.  That  is  not  the  point. 

The  point  is  are  the  programs  that  they  are  participating  in  out- 
moded? If  they  are  outmoded,  close  them  down.  And  then  don't 
keep  the  administrative  structure  in  place  to  keep  lobb3dng  up  to 
the  Congress,  Budget,  and  Appropriation  Committees  for  more 
funding.  In  closing  many  of  these  agencies  down  that  should  no 
longer  exist,  that  is  where  the  savings  are.  It  is  not  just  shuffling 
boxes  around. 

And  one  of  the  things  that  upsets  me  about  the  proposals  that 
I  have  seen  so  far,  is  I  don't  see  any  real  savings  occurring.  I  just 
see  a  movement  of  the  boxes. 

And  you  are  absolutely  right,  from  the  standpoint  of  creation  of 
the  Departments  of  Energy  and  Education,  that  just  created  more 
lobbying  groups  for  more  funds  in  the  Congress. 

I  will  say  right  now,  when  the  Veterans  Administration  was 
made  a  cabinet  department,  Jim,  I  believe  you  were  gone  then, 
0MB  was  the  only  one  that  went  in  and  fought  it. 

Mr.  James  Miller.  I  was  there. 

Mr.  Wright.  Were  you  there?  And,  you  know,  there  was  no  rea- 
son to  do  that.  But  that  is  not  the  main  issue.  The  main  issue  is 
to  go  back  to  the  role  of  government  and  right  now  close  down 
those  agencies,  those  programs,  that  do  not  need  to  exist.  And  don't 
waste  time  with  all  this  fiddling  around  that  is  going  on. 
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Mr.  Sabo.  The  key  is  the  relative  argument  over  the  merits  of 
a  program,  not  over  the  bottom 

Mr.  Wright.  Yes,  sir,  absolutely. 

Mr.  James  Miller.  All  else  being  equal,  when  you  elevate  an 
agency  to  cabinet  status,  it  tends  to  get  more  money.  If  you  break 
something  out  and  make  it  independent,  it  tends  to  get  more 
money.  Ajnd  I  think  they  tend  to  waste  money. 

Mr.  Sabo.  I  don't  know,  I  always  told  my  friends  in  Education, 
once  they  got  cabinet  status,  then  you  folks  came  along  and  didn't 
know  that  they  liked  the  results.  They  would  have  assumed  some- 
thing else  happened. 

Chairman  Kasich.  You  know,  but  the  thing  is,  appreciate  the 
gentleman  yielding,  when  we  lower  the  caps,  that  is  going  to  force 
something  well  beyond  just  shuffling  around. 

You  know,  my  personal  view  is  there  ought  to  be  a  minimum  of 
three  departments,  probably  four.  I  mean,  if  you  look  at  Education 
and  many  of  their  roles,  I  think  their  programs  that  can  either  be 
consolidated,  some  eliminated.  Energy,  Commerce,  I  think  as  most 
people  know,  has  always  been  kind  of  the  attic  for  political  junkies 
that  couldn't  get  a  job  anywhere  else. 

Mr.  James  Miller.  And  look  at  the  spending  for  the  Commerce 
Department  under  this  budget.  I  mean,  it  has  just  grown  like 
crazy. 

Chairman  Kasich.  You  have  some  legitimate  functions  in  Com- 
merce, but,  you  know,  go  back  to  the  ICC.  And  that  is  a  good 
thumbnail  case  of  what  we  did.  There  are  some  legitimate  func- 
tions remaining  at  the  ICC  that  have  to  be  performed,  but  the  way 
in  which  we  saved  the  money  is  we  figured  out  which  functions 
really  did  not  make  sense,  consolidated  the  remaining  ones  in 
Transportation,  and  then  put  them  under  the  total  employment  cap 
of  DOT,  so  that  when  they  went  to  hire  people,  they  were  forced 
to  really  want  those  employees. 

Mr.  Wright.  Well,  Mr.  Chairman,  remember  the  Ash  Commis- 
sion report  in  the  early  1970's?  It  might  not  be  a  bad  idea  to  go 
back  to  take  a  look  at  that. 

Chairman  KASICH.  Which  was  that? 

Mr.  Wright.  The  Ash  Commission  report.  It  was  done  in  the 
middle  of  Richard  Nixon's  first  term.  And  it  recommended  basically 
four  major  cabinet  departments.  And  it  is  not  too  much  different 
than  some  of  the  comments  that  I  have  heard  you  make  before.  It 
was  a  wide-ranging  study.  At  that  time  I  happened  to  be  over  at 
the  Department  of  Agriculture,  and  we  started  implementation  of 
a  Department  of  Natural  Resources  with  a  combination  of  many  of 
the  things  that  you  are  talking  about,  and  have  talked  about  in  the 
past.  That  would  be  substantial 

Chairman  Kasich.  We  will  look  for  that.  Just  take  Energy,  for 
example.  We  all  know  that — we  got,  what,  how  many  labs  are 
there,  900  labs  or  something?  But  we  know  that  the  big  bulk  of  the 
savings  occur  in  about  a  dozen,  15  labs. 

When  we  lower  the  caps,  it  is  going  to  have  to  drive  the  closing 
of  labs  or  the  privatizing  of  labs.  And,  frankly,  these  labs  are — they 
bear  little  relationship  in  many  cases  to  what  their  original  func- 
tions were.  And  they  are  just  out  there  fighting  like  crazy  now  just 
to  keep  their  doors  open.  And  if  we  didn't  lower  caps  and  discre- 
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tionary,  I  think  we  would  have  more  shuffling  than  we  would  have 
real  downsizing. 

Mr.  Wright.  I  agree  with  that,  Mr.  Chairman.  By  lowering  caps 
is  one  way  to  do  it.  It  will  make  it  work.  If  you  don't  have  any 
money  you  can't  survive.  But  also,  you  can  become  horribly  ineffi- 
cient if  you  have  got  more  numbers  of  agencies  that  are  surviving 
with  fewer  dollars.  What  I  am  saying  is  you  go  ahead  and  make 
the  decision  they  no  longer  fulfill  a  proper  Federal  role  and  close 
them  down. 

Mr.  Sabo.  Second  question.  In  terms  of  management  of  Federal 
Government,  does  0MB  overmicromanage? 

Mr.  Wright.  By  the  way,  I  would  like  to  answer  that.  With  ap- 
proximately 500  people  handling  $1.6  trillion,  Mr.  Sabo,  you  can't 
micromanage.  You  may  try  to,  but  you  just  physically  can't. 

Mr.  Sabo.  Well,  but  the  problem  with  that  may  be  in  the  worst 
of  all  worlds  to  have  a  few  people  thinking  they  are  supposed  to. 

Mr.  Wright,  No,  but  understand  what  that  agency  does  in  total. 
It  prepares  the  budget,  tracks  all  of  the  legislation,  handles  the  en- 
tire appropriations  and  the  apportionment  process  once  the  appro- 
priation is  signed  by  the  President,  handles  all  of  the  regulatory 
approvals  from  all  of  the  agencies,  handles  all  of  the  management 
reviews,  approves  all  of  the  large  scale  computer  purchases  and 
telecommunication  purpose  purchases. 

I  was  there  and  was  trying,  as  Jim  knows,  and  Jim  was  a  big 
part  of  this,  trying  to  get  into  improving  the  management  of  the 
government.  Chairman  Kasich  and  myself  worked  on  the  credit  re- 
form, and  he  can  pretty  well  tell  you,  that  was  a  huge  priority  in 
those  days.  We  were  going  after  cash  management  and  credit  man- 
agement because  we  couldn't  do  things  like  privatization  since  the 
Congress  would  put  in  prohibitions  on  our  agencies  against  what 
we  could  even  look  at.  So  I  think,  Mr.  Chairman,  when  you  and  I 
were  working  on  credit  reform,  that  without  your  help,  I  don't 
think  we  would  have  gotten  anywhere  near  the  progress  that  we 
made  just  collecting  debts,  by  the  way. 

So  from  a  micromanagement  standpoint,  I  would  say  absolutely 
not.  I  would  say  right  now  0MB  has  probably  been  defused  some- 
what with  the  Reinventing  Grovemment  exercise  because  part  of  it 
has  been  moved  over  to  the  Vice  President's  office.  In  some  ways, 
I  like  the  higher  priority  of  improving  management  in  the  govern- 
ment to  be  at  0MB,  but  no,  I  don't 

Chairman  Kasich.  You  think  you  could  do  it  with  27  people  like 
we  are? 

Mr.  Wright.  OMB?  Not  if  you  ask  them  to  track  all  the  legisla- 
tion and  report  to  the  White  House  every  morning. 

Chairman  Kasich.  That  is  what  we  are  doing  up  here.  We  have 
got  27  people;  we  are  looking  at  all  that  waivers.  It  is  an  enormous 
job. 

Mr.  Largent.  Would  the  gentleman  yield? 

Chairman  Kasich.  Yes.  It  is  not  my  time. 

Mr.  Sabo.  Yes,  I  will  yield. 

Mr.  Largent.  Thanks. 

I  want  to  differ  a  little  bit  with  the  previous  question  about 
eliminating  departments.  There  is  a  theory  which  I  disagree  with 
from  a  spiritual  aspect,  but  not  from  a  sociological  aspect,  in 
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churches,  that  say  you  will  always  fill  up  80  percent  of  the  space 
that  you  have  in  a  church.  So  if  you  want  to  grow  your  church, 
build  a  building  because  you  will  get  more  people  and  you  will  fill 
it  up,  at  least  80  percent.  And  I  think  the  reverse  of  that  could  be 
true  as  well,  that  if  we  can  eliminate  part  of  the  space  that  cur- 
rently is  being  occupied,  that  we  can  also  reduce  the  number  of 
people  as  well,  which  is  the  greatest  cost  to  the  Federal  Grovem- 
ment.  Because  in  my  opinion,  when  you  add  a  department  and  you 
add  more  space  and  add  more  people,  now  you  have  got  more  peo- 
ple that  have  to  develop  more  programs  to  justify  their  existence, 
and  so  I  think  there  is  some  merit  in  moving  some  boxes.  Because 
when  you  put  a  lot  of  boxes  in  the  same  room,  just  from  a  prag- 
matic point  of  view,  people  are  going  to  start  sa3dng,  you  know,  we 
need  to  get  rid  of  some  of  these  people,  there  are  too  many  people 
in  this  office. 

Mr.  Wright.  By  the  way.  Congressman,  I  totally  agree  with  you. 
But  it  is  eliminating  boxes,  not  moving  them  around.  That  is  the 
difference. 

Mr.  James  Miller.  And  my  response  is  don't  think  that  by  just 
moving  boxes  around  you  have  cut  the  size  and  scope  of  govern- 
ment. You  have  got  to  eliminate  programs  that  don't  make  sense. 

Joe  was  right  about  Social  Security,  if  you  put  it  off  budget  it  is 
largely  PR.  And  while  if  you  eliminated  and  consolidated  depart- 
ments and  you  didn't  do  anything  about  programs,  it  would  still  be, 
largely  PR.  But  if  you  did  some  reorganization,  you  could  send  a 
very  powerful  message  to  government,  and  a  very  powerful  mes- 
sage to  the  people,  to  the  taxpayers,  that  you  are  serious,  and  you 
are  going  to  be  looking  at  programs,  and  you  are  going  to  be  paring 
programs  back. 

I  think  one  thing  that  you  can  do  and  really  ought  to  consider 
seriously  is  establishing  productivity  standards.  In  the  private  sec- 
tor, if  you  don't  increase  productivity,  you  die.  In  government,  if 
you  don't  increase  productivity,  you  get  more  money,  because  you 
obviously  don't  have  enough  money  to  do  the  job.  And  so  that  is 
one  of  the  things  that  we  did. 

As  you  remember,  Joe,  we  wrote  an  Executive  order  whereby 
President  Reagan  established  productivity  goals  for  all  the  agen- 
cies. I  think  Congress  ought  to,  hold  agencies'  feet  to  the  fire  and 
say,  if  the  private  sector  can  increase  productivity,  so  can  you. 

I  notice  that  civilian  employment  under  the  President's  budget  is 
down  somewhat,  and  that  is  good.  But  it  is  not  down  at  the  same 
rate  that  I  think  would  be  called  for  in  the  private  sector. 

Chairman  Kasich.  Let  me  just  ask  one  final  question  and  let  you 
gentlemen  leave.  I  am  a  big  believer,  and  this  is  the  crudest  way 
to  put  it,  bounty  hunters.  I  really  believe  that  if  you  gave  bureau- 
crats a  piece  of  real  savings — ^you  just  take,  for  example,  Ernie 
Fitzgerald  during  the  C5  problem  or  any  of  these  things  that  come 
out.  I  had  a — one  of  our  colleagues  walking  over  here  said  that 
there  was  a  bunch  of  folks,  bureaucrats,  I  don't  mean  that  nega- 
tively, that  is  what  they  are,  the  bureaucrats  were  out  in  her  city 
and  they  could  have  flown  back  but  they  didn't,  they  stayed  over 
night,  then  they  got  paid  for  today  and  they  didn't  have  to  go  to 
work  because  they  flew  in  today.  I  don't  know  what  the  details  are. 
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whatever.  But  let's  assume  somebody  came  up  with  a  way  to  really 
save  a  million  dollars  in  travel.  I  mean,  why  not  give  them 

Mr.  James  Miller.  Yes. 

Chairman  Kasich  [continuing].  $10,000?  Don't  you  think  that 
would — we  give  them  plaques.  I  had  Republicans  fighting  me  over 
in  the  Senate  on  this.  I  passed  this  bill  through  the  House  a  num- 
ber of  times,  to  actually  boost  rewards  and  give  them  real  money 
for  doing  a  good  job.  And  it  was  the  Republicans  that  killed  it  over 
in  the  Senate,  with  the  help  of  a  couple  Democrats.  But  their 
thinking  was,  well,  when  a  public  employee  takes  the  oath  of  being 
a  civil  servant,  that  is  good  enough.  And  I  said,  it  is  not  good 
enough.  IBM  is  the  biggest  giver  of  bonuses  I  think  in  the  private 
sector. 

Jim,  does  this  make  sense,  and  Joe,  does  it  make  sense  to  do 
this? 

Mr.  James  Miller.  Absolutely. 

Chairman  Kasich.  And  how  would  you  structure  something  like 
this? 

Mr.  James  Miller.  It  makes  absolute  sense.  What  you  don't 
want  to  do  is  to  have  the  agency  heads  give  the  money  to  their  best 
buddies.  You  need  to  have  some  evidence  that  there  are  real  sav- 
ings there. 

But  you  know  what  that  would  do,  if  you  did  it?  It  would  focus 
people's  attention  in  the  government  on  the  need  to  save.  One  rea- 
son that  you  get  this  kind  of  behavior  from  people  is  that  they  real- 
ize, who  cares?  Congress  spends  money,  it  doesn't  care.  Nobody 
seems  to  care.  But  if  you  had  some  rewards  and  had  focus  on  pro- 
ductivity improvements,  had  focus  on  saving  money,  rewarded  peo- 
ple for  finding  out  ways  of  doing  that,  it  would  matter,  just  as  it 
works. 

I  am  on  boards  of  directors  of  several  companies.  We  have  incen- 
tive programs  of  that  sort.  People  come  up  with  ideas  to  save 
money.  You  give  them  a  piece  of  the  action.  It  would  change  the 
culture  and  the  behavior.  People  that  work  for  the  Federal  Govern- 
ment on  the  most  part,  fine  people,  but  it  is  the  behavior — the  cul- 
ture tends  to  reflect  the  fact  that  nobody  cares.  And  something  like 
that  would  be  one  way  of  getting  the  message  out  there  that  people 
do  care. 

Chairman  Kasich.  Let  me  ask  you  one  final — ^yes,  Joe. 

Mr.  Wright.  Mr.  Chairman,  can  I  just  add  to  that?  First  of  all, 
I  totally  agree  with  Jim.  I  think  that  is  an  outstanding  idea.  What 
I  would  do  is  I  would  establish  a  very  simple,  the  word  is  "simple," 
program,  that  is  somehow  a  joint  program  between  the  Congress 
and  the  President,  where  the  ideas  would  come  up  to  the  Budget 
Committees,  as  well  as  the  President.  Do  it  through  some  other 
source,  it  doesn't  make  any  difference  what  it  is.  You  award  the 
dollars.  You  have  got  a  buddy  system  going  in  almost  all  the  de- 
partments, you  really  do.  They  have  got  their  own  executive  serv- 
ice, they  have  got  their  awards,  but  they  are  small  awards.  They 
are  not  going  to  get  you  to  really  have  fire  in  your  belly  and  drive 
toward  something  that  is  going  to  be  unpopular,  where  you  go 
home  at  night  and  your  wife  or  your  husband  is  going  to  say  what 
are  you  working  so  hard  on  that  for.  But  you  have  got  to  do  it 
where  it  is  totally  separate  and  in  place.  And  is  it  worth  it  for  you 
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to  pay  somebody  a  hundred— not  $10,000,  $100,000  if  they  are 
going  to  save  you  $10  million?  Absolutely. 

Chairman  Kasich.  One  final  question.  Is  there  any  way  to  get 
the  Pentagon  to  work  right  without  starving  them  of  money? 

Mr.  James  Miller.  Well,  Mr.  Chairman,  I  think  you  and  I  have 
a  little  bit  different  opinion  on  the  efficacy  of  the  Pentagon.  I  think 
there  are  some  opportunities  there  for  improvements,  and  I  think 
you  have  to  work  with  them.  I  don't  think  you  have  to  starve  them 
to  get  improvement. 

Mr.  Wright.  Mr.  Chairman,  I  would  disagree  just  a  little  bit  on 
that.  I  believe  that  you  really  have  to  seriously  take  a  look  at  their 
whole  force  structure  plans. 

I  believe  what  they  are  doing  for  the  most  part  is  they  are  run- 
ning more  of  a  high-tech  World  War  II,  and  should  not  basically 
be  what  they  are  doing  right  now.  I  don't  know  how  you  would  get 
into  it.  It  would  be  a  long,  painful  process,  but  I  think.  No.  1,  we 
cannot  afford  to  reduce  our  readiness  and  preparedness.  No.  1.  So 
if  you  have  got  no  other  choice,  I  guess  you  have  got  caps,  but  they 
certainly  should  totsilly  relook  at  the  way  they  are  conducting  their 
military  operations  for  the  future. 

Chairman  Kasich.  My  problem  with  it  is  that  when  you  have  the 
services  come  in  privately,  and  you  get  everybody  out  of  the  room 
and  you  sit  with  these  folks  and  you  talk  about  weapons  systems, 
you  bring  things  up,  and  I  would  just  feel  so  much  more  com- 
fortable if  I  didn't  hear  a  whole  list  of  weapons  systems  bandied 
about  that  the  services  feel  are  in  the  budgets  for  political  reasons. 

We  are  going  to  go  through  this  debate  on  this  submarine.  I  don't 
know  anybody  that  thinks  we  ought  to  keep  the  Seawolf.  I  don't 
know  anybody.  You  know  what,  though?  At  the  end  of  the  day,  it 
probably  will  survive.  That  is  right. 

And  when  we  are  talking,  when  you  get  people  in  from  the  joint 
side  of  things  and  they  start  talking  about  what  they  call  the  rice 
bowls  of  the  individual  services,  it  is  natural,  we  have  it  up  here 
between  committees,  it  is  called  turf. 

And  I  had  one  high,  very  high  ranking  military  official  come  and 
say  that  they  began  to  see  the  culture  changing  in  the  building, 
and  then  when  Clinton,  the  President,  gave  them  $25  billion  more, 
whether  it  was  right  or  wrong,  this  very  high-ranking  military  offi- 
cer said  to  me  it  was  like,  OK,  let's  go  back  to  business  as  usual. 
And  it  is  a  frustration  for  me,  because  I  think  that  you  can  have 
a  defense  second  to  none,  you  have  got  to  have  technological  capa- 
bility out  there  second  to  none,  but  it  frustrates  me  in  that  building 
that  where  people  are  concerned  about  spending  money,  that  we 
somehow  cannot  adopt  a  more  businesslike  approach. 

Mr.  James  Miller.  Well,  let  me  suggest  two  things  that  are 
businesslike.  One,  you  ought  to  do  multiyear  budgeting  for  defense. 

Chairman  Kasich.  I  agree  with  that. 

Mr.  James  Miller.  Secondly,  we  ought  to  reform  the  procure- 
ment process  to  have  less  sole  source  bidding  and  have  more  com- 
petitive bidding. 

Thirdly,  and  it  gets  to  your  point  about  the  politics,  defense  is 
too  important  to  put  money  in  defense  budgets  for  political  pur- 
poses. You  and  I  both  know  that  there  are  Members  of  Congress 
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that  have  made  careers  out  of  using  the  defense  budget  as  fodder 
for  reelection  campaigns.  That  has  got  to  end. 

Chairman  Kasich.  And  my  frustration  is  I  don't  know  how  that 
ends.  I  mean,  I  have  one  very  well-known  Member  who  came  to  see 
me  yesterday,  who  has  loaded  this  defense  bill  up  for — I  have  been 
here  12  years.  There  are  more  armories  named  after  this  guy.  He 
just — he  happens  to  believe  in  this  one  area.  And  it  becomes — I 
mean  he  is  over  begging  me  to  stop  any  rescissions  that  are  going 
to — that  will  rescind  any  of  his  programs,  even  though — I  mean 
there  are  very  few  people  on  these  committees  that  believe  that  the 
amount  of  resources  he  has  put  into  this  particular  area  really 
make  sense.  And  that  is  why  I  said  to  you  at  the  beginning,  do  we 
have  to  starve  them  before  we  get  the  real  reform.  That  is  why  I 
am  frustrated.  We  have  to  go  away  for  procurement,  we  have  to  do 
all  these  things,  but  at  the  end  of  the  day  we  keep  doing  the  same 
thing. 

Mr.  James  Miller.  Let  me  suggest  term  limits.  I  wouldn't  be  so 
bold  as  to  say  retroactively,  but  let  me  suggest  term  limits. 

Mr.  Sabo.  May  I  ask  a  question? 

Mr.  Wright.  Mr.  Chairman,  the  only  thing  I  would  say  on  that 
is,  we  haven't  really  done  a  good  job  of  dividing  out  what  I  consider 
the  military  spending  versus  much  of  what  you  are  talking  about 
is  not  military  spending.  In  my  view  point,  it  is  domestic  spending 
under  the  guise  of  defense.  And  from  that  standpoint,  that  really 
hasn't  been  done  very  well.  And  I  think  most  of  the  cuts  right  now 
may  be  coming  not  only  in  personnel,  but  spending  on  the  military 
side,  and  you  have  got  this  very  large  domestic  budget,  which  fits 
in  the  category  that  you  are  talking  about,  and  that  is  the  area 
that  should  be  cut. 

Chairman  Kasich.  Well,  and  the  other  problem  I  get  worried 
about  in  defense  is  that  the  weapons  systems  have  the  special  in- 
terest groups  out  there  sticking  up  for  them,  and  then  the  soldiers 
in  the  field  don't  have  anybody  there  because  readiness  is  this  neb- 
ulous business  that  doesn't  have  the  lobbyists  lined  up  for  it.  And 
it  gets  to  be — that  is  how  you  get  a  haul  of  force,  you  get  all  these 
weapons  and  not  well-trained  people. 

Mr.  James  Miller.  Let  me  suggest  that  you  get  the  Air  Force 
people  in  and  close  the  doors  and  ask  them,  now  you  tell  me  what 
the  Army  and  the  Navy 

Chairman  Kasich.  They  told  me.  Jim,  they  have  told  me.  And  we 
all  know  the  weapons  systems  we  are  talking  about,  we  know  what 
they  are  all  about.  But  you  can't  get  them  to  say  it — well,  you  know 
the  problems.  We  just  got  to  get  them  fixed,  though. 

Mr.  Sabo.  I  think  the  problems  are  greater  with  marginal,  quote, 
defense  systems,  than  there  is  with,  quote,  domestic  funding  in 
DOD. 

But,  Jim,  I  am  curious,  you  were  suggesting  we  need  more  com- 
petitive bidding.  I  think  we  may  be  heading  for  really  the  other 
problem.  And  that  is,  and  traditionally  I  would  have  thought  that, 
but  as  we  have  cut  purchasing,  we  increasingly  are  running  into 
I  think  the  reality  that  dual  sourcing  at  times  simply  doesn't  make 
sense  anywhere  any  more.  And  we  are  headed,  really  the  most  effi- 
cient method  of  buying,  is  by  a  single  source,  and  we  need  to  sort 
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out  a  system  on  how  you  deal  with  sole  source  because  just  simply 
the  volume  says  you  can't  go  dual  source  any  more. 

Mr,  James  Miller.  There  are  times  when  single  sourcing  is  ap- 
propriate. I  don't  deny  that,  and  when  you  have  downsizing  of  pro- 
curement, that  is  probably  the  case. 

Let  me  say  also,  though,  we  ought  to  do  a  lot  of  simplifying  of 
the  procurement  process,  hold  people  responsible.  I  remember 
when  Bob  Bidell,  who  was  Director  of  Office  of  Procurement  Policy, 
made  a  presentation  to  then-Vice  President  Bush,  just  describing 
the  Federal  regulations  for  the  military  to  purchase  chocolate  chip 
cookies.  It  was  incredible.  You  ought  to  just  give  the  people  some 
money  to  go  buy  some  chocolate  chip  cookies. 

Chairman  Kasich.  Well,  Martin  says  we  have  not — we  have  not 
fixed  that  problem  yet.  The  problem  with  the  multisource  competi- 
tion, honest  to  goodness,  they  now  have  taken  it  to  the  point  where 
they  have  got  to  search  for  extra  companies.  One  or  two  isn't 
enough;  they  have  got  to  go  out  and  search  for  more.  It  holds  every- 
thing up. 

You  know  what  we  ought  to  do  with  procurement,  in  my  opinion? 
And  I  loaded  up  the  procurement  bills  with  micromanagement  in 
some  areas.  I  mean,  I  was  a  believer  in  it.  I  don't  believe  in  it  any 
more.  I  think  what  we  ought  do  is  find  out  who  we  want  to  give 
something  to,  we  ought  to  give  it  to  them,  and  we  ought  to  use  a 
death  penalty.  You  don't  produce  it  the  way  you  say  you  are  going 
to  do  it,  then  you  don't  get  any  more  contracts.  These  dam  weap- 
ons— the  C-17,  the  C-17,  20  years  to  bring,  and  it  is  still  not  work- 
ing right,  20  years. 

Mr.  James  Miller.  Right.  Is  this  a  constitutional  amendment 
you  have  in  mind? 

Chairman  Kasich.  Listen,  this  was  very,  very  helpful  and  very, 
very  productive.  I  hope  you  enjoyed  being  here  today. 

Mr.  James  Miller.  I  did. 

Chairman  Kasich.  And  I  want  to — the  reason  why  members  are 
in  and  out,  we  are  trying  to  do  this  100-day  business,  and  every- 
body is  everjrwhere.  But  the  committee  now  stands  adjourned  and 
thank  you  very  much. 

[Whereupon,  at  12:11  p.m.,  the  committee  was  adjourned.] 
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